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THE CHUBB CORPORATION

In 1882, Thomas Caldecot Chubb and his son Percy
opened a marine underwriting business in the seaport
district of New York City. The Chubbs were adept at

turning risk into success, often by helping policyholders

prevent disasters before they occurred. By the turn of the century, Chubb had

established strong relationships with the insurance agents and brokers who placed
their clients’ business with Chubb underwriters.

“Never compromise integrity,” a Chubb principle, captures the spirit of our
companies. Each member of the Chubb organization seeks to stand apart by

bringing quality, fairness and integrity to each transaction.

The Chubb Corporation was formed in 1967 and was listed on the New York
Stock Exchange in 1984. Today, Chubb stands among the largest property and
casualty insurers in the United States and the world. Chubb’s 13,300 employees
serve customers from offices throughout North America, Europe, South America
and the Pacific Rim.

The principles of financial stability, product innovation and excellent
service combined with the high caliber of our employees are the mainstays of

our organization.

Contents

1 Letter to Shareholders

8 Doing What's Right: a photo essay

17 Management’s Discussion and Analysis

44 Ten-Year Financial Summary

48 Consolidated Financial Statements

52 Notes to Consolidated Financial Statements

77 Corporate Directory




)

M1y
v

]

From left: John D. Finnegan, President and Chief Executive Officer, and Joel J. Cohen,

Chairman of the Board

DEAR FELLOW
SHAREHOLDER:

Although certainly not as
tumultuous as 2001 — the year of
the September 11th tragedy and
the collapse of Enron — 2002
proved to be one of the most
challenging years in Chubb’s
history. Earnings growth in several
of our insurance businesses was

masked by a number of major

developments. Most notably, we 2002 Business Mix
by Net Written Premiums
substantially increased our ($ in billions)
asbestos reserves following a Commercial Personal
Insurance Insurance

$3.4 $2.3

review of present and potential
claims in this area, and our
executive protection and
financial institutions coverages
experienced a proliferation of

claims as litigation against

Specialty
. . Insurance
corporate officers and directors $33

continued to flow from the

corporate scandals of the past two




WE SAW DRAMATIC PREMIUM

GROWTH OF 30% WITHOUT

A COMMENSURATE INCREASE

IN RISK ASSUMED. AND,

THANKS TO THE SUBSTAN-

TIALLY IMPROVED PRICING

ENVIRONMENT, OUR

OPERATING COMPANIES

GENERATED EXCEPTIONALLY

STRONG CASH FLOW OF

ABOUT $2.4 BILLION.

years. We take no comfort from
the fact that nearly all of our
major competitors also found it
necessary to strengthen their
reserves. We know that our
performance in 2002 simply was
not up to your expectations, and
we are committed to taking the
steps necessary to enable Chubb
to deliver sustainable, profitable
long-term growth.

The good news is that there is
a strong foundation for us to
deliver on that commitment. In
2002, an underlying trend of
favorable “hard” market
conditions continued to benefit
Chubb and other insurers. We
increased prices and tightened
terms and conditions across most
of our major lines to better reflect
our exposures. During the year, we
saw dramatic premium growth of
30% without a commensurate
increase in risk assumed. And,
thanks to the substantially
improved pricing environment
across all of our business lines, our

operating companies generated

exceptionally strong cash flow of

about $2.4 billion, up from just
over $1 billion in 2001. We
expect favorable market
conditions to continue in 2003,

and the outlook for 2004 is

positive as well.

REVIEW OF 2002,

POSITIONING FOR 2003

Chubb Commercial Insurance
(CCI), which offers businesses a
broad range of standard property
and liability coverages and which
represented 37% of our total 2002
premiums, produced strong growth
and solid underwriting results due
to higher prices, disciplined risk
selection, and tighter terms and
conditions. Net written premiums
grew 37%. CCI'’s combined ratio
was 118.6%, which included the
$700 million increase in our
asbestos and toxic waste reserves
in the third and fourth quarters,
all of which related to policies
written before 1984. Excluding
these charges, CCI’s combined

ratio was 94.5%. We see a




From left: John J. Degnan, Vice Chairman and Chief Administrative Officer; Thomas F. Motamed,

Vice Chairman and Chief Operating Officer; and Michael O'Reilly, Vice Chairman, Chief Invest-

ment Officer and acting Chief Financial Officer.

continuation of favorable market
conditions for CCI.

Chubb Specialty Insurance
(CSI), which offers specialty
commercial products such as
executive protection and financial
institutions coverages and which
accounted for 37% of our total
2002 premiums, was especially
challenged by the increase in
claims arising from litigation
related to the corporate scandals
and Wall Street excesses of recent
years. Net written premiums grew
34%, and the combined ratio was
101.8%. Excluding the benefit of
the Enron surety settlement, the

combined ratio was 104.8%.

We believe shareholder
litigation peaked in 2002 and
that corporations overall have
improved their governance in
reaction to events like the
collapse of Enron. Nevertheless,
many of these lawsuits will wind
their way through the judicial
system for years to come, and it is
difficult to predict the size of jury
awards or settlements. Accord-
ingly, we and other insurers have
had no alternative but to charge
much higher prices to insure
directors and officers of public
companies and to insist on a more
vigorous defense of shareholder
litigation and increased financial

participation by our customers.

NEW MANAGEMENT TEAM
(n December 2002, Chubb
transitioned to a new leadership
team. After a 39-year career at the
company, in April 2002 Chubb’s
Chairman and CEO, Dean R. O'Hare,
announced plans to retire. The Board
of Directors immediately formed a
search committee, which cast a wide
net to find the best person to lead
Chubb. In November 2002, the
Board selected John D. Finnegan,
former head of General Motors
Acceptance Corporation, as President
and CEO. Joel J. Cohen, who has
served as a Chubb director for

19 years, was named non-executive
Chairman of the Board. In addition,
the Board elevated three veteran
Chubb leaders to the position of Vice
Chairman. Thomas F. Motamed is
Vice Chairman and Chief Operating
Officer; john J. Degnan is Vice
Chairman and Chief Administrative
Officer; and Michael O'Reilly is Vice
Chairman, Chief Investment Officer

and acting Chief Financial Officer,
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WE EXPECT OUR SPECIALTY

COMMERCIAL BUSINESS

TO BEGIN TO RETURN TO

PROFITABILITY THROUGH

A COMBINATION OF

CONTINUING RATE INCREASES

AND A LEVELING OFF OF

DIRECTORS & OFFICERS

AND ERRORS & OMISSIONS

CLAIM ACTIVITY.

We are also reprofiling our book
of business toward companies with
less exposure.

CSI has experienced tough
times, but it is a good business
that we believe has turned the
corner. We expect to see this
business begin to return to
profitability through a
combination of continuing rate
increases and a leveling off of
directors & officers and errors &
omissions claim activity.

One of CSI's stars in 2002
was Chubb Re, the reinsurance
business we launched in 1998.
Chubb Re grew premiums 75%
over 2001. Going forward, Chubb
Re expects to benefit from a
continued increase in demand for
reinsurance capacity.

Chubb Personal Insurance
(CPI), which offers consumers
insurance protection for their
homes, automabiles and other
substantial assets and which
represented 26% of our total 2002
premiums, had a profitable year.

Net written premiums grew by

17%, and the combined ratio

was 97.2%.

The good news for CPI in
2002 was that catastrophe losses
were far below average. The bad
news was the continued
proliferation of homeowners’
claims related to water damage
and mold, particularly in Texas.
Mold is certainly not a new
phenomenon, yet it has emerged
as a significant issue due in part to
the increased use of airtight, non-
ventilated construction materials
and techniques that do not permit
water to escape once it has seeped
in, and to an unrealistic level of
fear about its health impact. We
and other insurers are addressing
the mold problem by asking state
regulators to allow us to limit
mold coverage or to offer it as a
separate coverage at substantially
higher rates.

Other CPI lines, including
personal automobile, personal
excess liability, yacht and valuable
articles, experienced profitable

growth in 2002, and we are optimis-




tic about maintaining the profitable
growth of these lines in 2003.

Adequacy of capital is
important for all businesses but
especially for insurance
companies, which must support
premium growth with increased
capital. To alleviate the capital
strain resulting from dramatic
premium growth and large reserve
increases, we raised $600 million
of additional capital in November
2002. Nevertheless, we incurred
downgrades by rating agencies, as
did most of our competitors. Our
ratings are still better than most of
our major competitors and should
continue to support our position
as the property and casualty

insurer of choice.
LOOKING FORWARD

Each and every day, Chubb is
represented by thousands of
employees who take enormous
pride in fulfilling our commitment
to prompt and fair claims
handling, responsible under-

writing and top-notch service to

out customers and the 8,000
independent agents and brokers
who market our policies
throughout the world. These
qualities set Chubb apart from our
competitors, and they remain the
foundation of our strategy going
forward. To generate the kinds of
returns we would like to deliver to
our shareholders, we must also
intensify our focus on the basics
— especially disciplined capital
deployment and aggressive risk
management.

A look at Chubb’s history
shows that when our company
achieves such focus and discipline,
it can deliver results. The
exceptional performance of
Chubb Commercial Insurance in
2002 is a perfect example. In
1998, our commercial
underwriters saw that severely
inadequate rates following years of
price wars had to stop or the
business had no future. They
implemented a complete
restructuring of our commercial

business, culling a significant

DEAN R.
OC’'HARE

Dean R. O’Hare began his career at
Chubb in 1963 as an underwriting
trainee, rising through the ranks to
become chief financial officer in
1981 and chief executive officer in
1988. Chubb experienced rapid
change and growth during his years
at the helm, as he expanded the
company’s specialty focus while
strengthening its brand-defining
emphasis on claim service and
underwriting expertise.

A leading voice of the business
community on international trade
issues, he also left his mark as the
industry teader who was first to
declare that “doing what’s right”
meant promptly paying claims
stemming from the World Trade

Center attack.



THE CURRENT FAVORABLE

INSURANCE MARKET

PROVIDES US WITH THE

OPPORTUNITY TO GENERATE

HIGH RETURNS, BUT WE NEED

TO DO SO IN A MORE CAPITAL-

CONSTRAINED ENVIRONMENT.

ACCORDINGLY, WE ARE

TAKING A CLOSE LOOK AT

UNDERPERFORMING ASSETS,

LINES OF BUSINESS AND

GEOGRAPHIC LOCATIONS

WITH AN EYE TO REDEPLOY-

ING THE CAPITAL THEY

CONSUME TO THOSE

INSURANCE BUSINESSES

WHERE THE RESOURCES CAN

BE USED MORE PROFITABLY.

portion of the underperforming
book, seeking rate increases on
the rest and accepting a loss of
business where necessary. As a
result, today Chubb Commercial
Insurance is producing strong
growth and solid underwriting
profits.

Our goal is to achieve that
same focus and discipline
throughout our organization so
that Chubb can generate
attractive returns over the long
term. The current favorable
insurance market provides us with
the opportunity to generate high
returns in our property and
casualty insurance businesses, but
we need to do so in a more
capital-constrained environment.
Accordingly, we are taking a close
look at underperforming assets,
lines of business and geographic
locations with an eye to
redeploying the capital they
consume to those insurance
businesses where the resources

can be used more profitably.

One initiative we already are

undertaking in this area is our
review of strategic alternatives
with respect to Chubb Financial
Solutions (CFS). We entered this
business, which provides
structured risk financial products,
in 2000 because of its potentially
attractive growth and return-on-
equity characteristics. However, as
we have seen since the middle of
2002, CFS has increased the
volatility of our earnings due to
mark-to-market accounting
requirements, and further
expansion of the business could
result in additional volatility.
Moreover, the downgrading of our
corporate debt rating could limit
CFS’s opportunities to participate
competitively in the higher-
quality credit-derivatives markets
where our appetite has historically
been concentrated. Finally, and
most importantly, improved
conditions in the insurance
market have presented our
property and casualty businesses

with some of the best




opportunities that we have seen

in years. But, as we have noted,
capturing the full benefit of these
opportunities will require an
increased commitment of capital,
which would limit the resources
available to the CFS business.
Your management team is
painfully aware of the low market
valuation of Chubb’s stock. Most
other property and casualty
insurers also fared very pootly in
2002, as the industry reflected
geopolitical and economic
uncertainties, as well as concerns
about massive reserve increases,
ratings downgrades and capital
adequacy. We sense that the
current market climate, however,
is overemphasizing the negatives
and discounting the positives. As
our financial results begin to
reflect our focus on our insurance
businesses and our more
disciplined utilization of capital,
we are confident that the market
will take note of our progress.
Chubb’s insurance businesses

are solid, the pricing climate is

better than it has been in years
and we continue to strive to
enhance our reputation of being
the gold standard in the property
and casualty insurance business.
There’s much work to be done,
and we look forward to reporting
back to you on our progress.

We thank our shareholders,
customers, producers and

employees for your continued

Joel J. Cohen
Chairman of the Board

WQ/WM

John D. Finnegan

support.

President and CEO

March 7, 2003

WE SENSE THAT THE

CURRENT MARKET CLIMATE

IS OVEREMPHASIZING THE

NEGATIVES AND DISCOUNTING

THE POSITIVES. CHUBB'S

INSURANCE BUSINESSES ARE

SOLID, THE PRICING CLIMATE

OF OUR BOOK OF BUSINESS

IS BETTER THAN IT HAS BEEN

IN YEARS AND WE CONTINUE

TO STRIVE TO ENHANCE OUR

REPUTATION OF BEING THE

GOLD STANDARD IN THE

PROPERTY AND CASUALTY

INSURANCE BUSINESS.
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 DEING WHAT’S RIGHT

“... WHILE AN INSURANCE

POLICY IS A LEGAL CONTRACT

THAT EXPRESSES OUR

MINIMUM RESPONSIBILITY,

THERE ARE MANY OCCASIONS

WHEN EQUITY DEMANDS THAT

WE RECOGNIZE A MORAL

OBLIGATION BEYOND THE

STRICTLY LEGAL TERMS — AND

. THIS IS ALWAYS A
| CONSIDERATION IN OUR

SETTLEMENTS.”

Hendon Chubb (1874 — 196()

rom our earliest days as a

maritime insurer with one
office in lower Manhattan, a
singular commitment to “doing
what’s right” has guided and
unified Chubb’s people. Since
1882, we have shared an under-
standing that the pursuit of our
business goals must always
proceed within the context of
certain core values.

These values — honesty,
integrity, and compassion for
those who have suffered a loss —
have endured for a simple reason:
they continue to add value. Each
new day presents opportunities for
us to provide reasons for our
customers, producers, employees
and shareholders to trust us and
to choose us.

Consider a few of the awards
Chubb received in 2002:
¢ In the Goldman Sachs Survey
of U.S. insurance producers, the
quality of our claim service was
rated number one. In addition,
Chubb was recognized for its
innovative, customer-focused
claims service worldwide at the
second annual Insurance Day

awards.

® The Insurance Brokers
Association of New York named
us Insurer of the Year for the role
we played in the post-September
11 marketplace. Chubb also
received local insurer awards in
Australia, the United Kingdom
and Singapore.

¢ Money magazine recognized
Chubb on its list of Corporate
America’s Best Benefits.

e Chubb ranks on “Best
Company to Work For” lists in
the United States, Canada and
Latin America.

The profiles on the following
pages explore some of the reasons
why Chubb remains the choice of
employees, producers, customers
and shareholders worldwide. At
the heart of our success is a desire
to do what's right, whether it’s for
a multinational conglomerate, a
family-owned business, a personal
lines customer who has suffered a
devastating property loss, or a
community in crisis. As much as
Chubb’s operations and the world
around us have changed over the
years, we always have been served

well by putting people first.
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lready well-known as a retailer throughout Europe,

Groupe Pinault Printemps Redoute is aiming to
become the world leader in specialized distribution and a major
force in the luxury goods market. With a presence in more than
65 countries, its operations also include a professional services
division and financial and credit services. When this diversified
organization went shopping for the best in multinational
insurance, Chubb made the sale. Qur Paris team drew upon
risk management, legal and financial expertise found in Paris,
London and Chubb’s home office to provide a comprehensive
solution that included executive protection, general liability,
crime, personal accident, business travel, excess property and

solutions.”

Chubb France.

business interruption coverage. Risk manager Georges Giely
characterizes his company’s relationship with Chubb as “a true
partnership based on trust and respect.” Says Giely, “Chubb
always acts in good faith and works hard to find the best

Photo: Beneath the stained-glass rotunda that crowns
Printemps’ flagship store in Paris are Georges Giely, risk
manager, Groupe Pinault Printemps Redoute; Didier Arminjon,
Chubb’s executive protection manager for Southern Europe;
and Jonathan Poole, commercial insurance manager,
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ince 1987, Salt Lake City-based Merit Medical has been

designing, manufacturing and marketing medical devices
used by doctors and clinicians worldwide in the diagnosis and
treatment of cardiovascular and vascular disease. Merit, which
was selected for inclusion in Forbes magazine’s 2002 list of
the 200 Best Small Companies in America, has achieved a
world leadership position in most of the markets it serves by
providing high-quality products with an emphasis on serving
customers’ needs. The people at Merit expect the same from
their insurance provider. “One of our goals is to partner with
insurance companies and brokers who first listen to our needs
and then make every effort to meet them,” says Fred

10

Lampropoulos, chairman and CEQ. “In these uncertain times,
we can count on Chubb to bring stability and solutions to
complex risk management issues.”

Photo: At Merit Medical’s automated raw materials warehouse
in Utah are Leigh Weintraub, chief operating officer, and Fred
Lampropoulos, chairman and CEQ, Merit Medical. Continuing
clockwise, also pictured are Karl Butler, Chubb’s loss control
services manager in Salt Lake City; Noel Bertman, Chubb’s life
sciences underwriter in Denver; and agent Craig K. Poufton of
Poulton Associates Inc.




avid Wilson, Chairman and CEO of Toronto-based

Scotia Captial, and his wife Shelagh know a good
investment when they see one. When their Toronto home
suffered severe smoke damage from a basement fire last
spring, the returns from their relationship with Chubb and
broker Toby Hull of the Hull Group exceeded their expectations.
"I'm sure it would have been easier to raze the structure and
start anew, but Chubb respected the emotional attachment we
had to our home of 10 years,” says David Wilson. “They
worked closely and patiently with us to recreate what we had
lost.” Equally important to this couple was Chubb’s coverage
for their family’s additional living expenses during the nine-

month reconstruction. Shelagh Wilson adds, “Chubb’s no-
hassle approach helped us resume our lives and barely miss a
beat.” Chubb customers often have complex insurance needs
requiring special attention and expertise. “Doing what’s right”
for these customers means providing a program crafted to give
them the breadth, flexibility, choice and control they expect.

11
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As the world’s leading supplier of mechanical testing
and simulation equipment, MTS Systems Corporation
knows the score when it comes to keeping people safe.
Whether it's used to test delicate electronics or to reproduce
the force of an earthquake, MTS equipment helps ensure the
quality and safety of countless products and structures used
every day by people throughout the world. “Occasionally our
customers ask us to help them solve unusual testing needs,
which can involve risks and exposures we have never seen,”
says Tom Minneman, treasurer of MTS. “Chubb helps us
safeguard our own interests by providing sound advice on the
boundaries of acceptable risk and guidance on the liability

12

exposures associated with acquisitions, new product offerings
and market entrees worldwide.”

Photo: Standing in front of a road simulator at MTS
headquarters in Eden Prairie, MN, are (clockwise from left
front) Brian Zimmer, loss control consultant, and Steve Heimer,
technology insurance specialist, both of Chubb’s Minneapolis
office, agent Clifford F. Lake, Sr, president, C.F. Lake &
Company Incorporated; and Tom Minneman, treasurer,

MTS Systems Corporation.




ommy Bahama’s finely tuned brand of clothing, acces-

sories, home furnishings and restaurants can best be
described as Paradise Found. Since 1992, company cofounders
Tony Margolis, Lucio Dalla Gasperina and Bob Emfield have
seen their original upscale line of tropical clothing bloom into
24 retail stores and six Tropical Café & Emporium outlets
nationwide. While this “purveyor of island lifestyle” relies on
its laid-back image to attract customers, the company is all
business when it comes to protecting its assets. A Chubb
customer since 1996, Tommy Bahama has depended on its
Chubb team to provide innovative solutions that keep pace
with its rapid growth and diversification. Says Margolis, “In

a world where life is one long weekend, we look to Chubb for
guality, professional service and expert advice.”

Photo: At Tommy Bahama's New York City merchandise
showroom are (left to right) agent Paul Mercado, vice
president, commercial division, Rand insurance; Mary Wcislo,
Chubb’s commercial insurance senior underwriter in New
Haven, Connecticut; Tony Margolis, cofounder and president
of Tommy Bahama, Thom Nosek, Chubb’s casualty practice
manager in New Haven,; and Walt Travers, vice president,
Rand Insurance.

13
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At Sam Ash Music Stores, playing the instruments is not
only allowed, it's encouraged. While remaining true to
the values it embraced when the company got its start as a
storefront in Brooklyn, New York, Sam Ash Music Corporation
now operates over 40 mega-stores across the nation. Known
worldwide for its extensive inventory of quality merchandise,
including musical instruments, sound and lighting equipment,
sheet music and recording equipment, the “world’s favorite
music store” continues to raise the bar. Paul Ash, company
president and the founder's son, points out that “a close family
business requires a full line of insurance products — both
personal and commercial — along with excellent service and

14

international representation.” When the folks at Sam Ash
Music Corporation were looking for an insurer that could do
it all, Chubb's response was music to their ears.

Photo: Gathered at Sam Ash corporate headquarters in New
York are (foreground, clockwise from left) Stu Leibowitz, CFO,
Sam Ash Music Corporation, agent Steven Klein, president,
S&M Klein Company, Inc., Richard Ash, CEQ; and Sean
Ramalho, Chubb’s commerical underwriting specialist in Long
Island. Pictured in background, clockwise from left, are Bernice
Ash; Jerry Ash, chairman,; Sam Ash, executive vice president;
Paul Ash, president; and David Ash, COO.




icknamed Patience and Fortitude by Mayor Fiorella

LaGuardia during the Depression era, the lions that
guard the entrance to the New York Public Library are widely
viewed as the trademark of one of the great knowledge
institutions of the world. The Library's holdings number in
the tens of millions, including the Gutenberg Bible and
Thomas Jefferson’s manuscript copy of the Declaration of
Independence. Fortunately, Chubb wrote the book on
protecting the irreplaceable. In addition to being known
throughout the industry for our expertise in fine arts and
collectibles, we’re widely known as specialists in cultural
institutions. For us, relationships are everything. “Chubb

THE NEW YeoRX PUBLIG

was there for the library at a time when few if any insurers
were willing to address the challenges brought on by the
uncertainty of a post-9/11 world,” says Marsh USA senior
vice president Bill Bradshaw.

Photo: On the steps of the New York Public Library are William K.
Bradshaw, senior vice president, Marsh USA Inc.; Laurie
Simone, Chubb’s senior commercial underwriter for midtown
New York; and Robert Schimid, commercial insurance manager
for Chubb’s New York broker zone.

15




CHUBE DE GHILE

hubb’s founder long ago observed that the company

has a moral! responsibility to its clients in addition to its
contractual obligations. When Central Chile experienced the
worst flood in 100 years last June, Chubb de Chile gave new
life to an old tradition. Within hours of the flood, a Chubb
team led by Chubb de Chile general manager Claudio Rossi
organized an effort to assist those in need. Chubb employees
and their famities delivered blankets, diapers and groceries
door-to-door throughout hard-hit rural Lampa. Chubb also
donated emergency shelters to be used by families left
homeless by rain, flood and landslides. “Our business is about

putting the pieces back together again after a loss,” said Rossi.

16

"We saw an opportunity to translate that commitment to a
community in need.”

Photo: Floodwaters that forced more than 60,000 people to
leave their homes strand a bus in the outskirts of Santiago,
Chile. Inset: Chubb de Chile employees and volunteers load
relief supplies.




MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s discussion and analysis of financial condition and results of operations addresses the financial
condition of The Chubb Corporation (the Corporation) and its subsidiaries as of December 31, 2002 compared with
December 31, 2001 and the results of operations for each of the three years in the period ended December 31, 2002.
This discussion should be read in conjunction with the consolidated financial statements and related notes beginning
on page 48.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

Certain statements in this document may be considered to be “forward-looking statements” as that term is defined
in the Private Securities Litigation Reform Act of 1995, such as statements that include words or phrases as “will
result”, “is expected to”, “will continue”, “is anticipated”, or similar expressions. Such statements are subject to certain
risks, uncertainties and assumptions about cur business. The factors which could cause actual results to differ materially
from those suggested by any such statements include but are not limited to those discussed or identified from time to
time in the Corporation’s public filings with the Securities and Exchange Commission and specifically to risks or
uncertainties associated with:

¢ the availability of primary and reinsurance coverage;

® global political conditions and the occurrence of any terrorist attacks, including any nuclear, biological or
chemical events;

¢ the outbreak of war;

e premium price increases and profitability or growth estimates overall or by lines of business, or geographic area,
and related expectations with respect to the timing and terms of any required regulatory approvals;

® our expectations with respect to cash flow projections and investment income and with respect to other income;

e the adequacy of loss reserves including:

our expectations relating to insurance losses from the September 11 attack and related reinsurance
recoverables:

— our estimates relating to ultimate asbestos liabilities and related reinsurance recoverables;

|

any impact from the bankruptcy protection sought by various asbestos producers and other related businesses;

developments in judicial decisions or legislative actions relating to coverage and liability for asbestos and toxic
waste claims; and

— developments in judicial decisions or regulatory actions relating to coverage and liability for mold claims;

® the impact of the current economic climate on companies on whose behalf we have issued surety bonds, and in
particular, on those companies that have experienced deterioration in creditworthiness;

® the effects of disclosures by and investigations of public companies relating to possible accounting irregularities,
practices in the energy and securities industries and other corporate governance issues, including:

— the effects on the energy markets and the companies that participate in them, and in particular as they may
relate to concentrations of risk in our surety business;

— the effects on the capital markets and the markets for directors and officers and errors and omissions insurance;

— claims and litigation arising out of accounting and other corporate governance disclosures by other companies;

17



— claims and litigation arising out of investment banking practices; and

— legislative or regulatory proposals or changes, including the changes in law and regulation implemented under
the Sarbanes-Oxley Act of 2002;

® the occurrence of significant weather-related or other natural or human-made disasters;
¢ any downgrade in our claims-paying, financial strength or credit ratings; and

¢ general economic conditions including:

changes in interest rates, market spreads and the performance of the financial markets, generally and as they
relate to credit risks assumed by our Chubb Financial Solutions unit in particular;

— changes in domestic and foreign laws, regulations and taxes;

changes in competition and pricing environments;

regional or general changes in asset valuations;

the inability to reinsure certain risks economically;
— changes in the litigation environment; and

general market conditions.

The Corporation assumes no obligation to update any forward-looking information set forth in this document,

which speak as of March 13, 2003.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

The consolidated financial statements include amounts based on informed estimates and judgments of
management for those transactions that are not yet complete or for which the ultimate effects are uncertain. Such
estimates and judgments affect the reported amounts in the financial statements. Those estimates and judgments that
were most critical to the preparation of the financial statements involved the adequacy of loss reserves and the
recoverability of related reinsurance recoverables, the fair value of credit derivative obligations, the recoverability of
the carrying value of real estate properties and the realization of deferred income tax benefits. These estimates and
judgments are discussed within the following analysis of our results of operations. If different estimates and judgments
had been applied, materially different amounts might have been reported in the financial statements.

EARNINGS SUMMARY

Net income determined in accordance with generally accepted accounting principles (GAAP) was $223 million

in 2002 compared with $112 million in 2001 and $715 million in 2000.

Operating income, which excludes after-tax realized investment gains and losses, was $201 million in 2002
compared with $111 million in 2001 and $681 million in 2000. Management uses operating income, a non-GAAP
financial measure, to evaluate its performance because the realization of investment gains and losses in any given period
is largely discretionary as to timing and could distort the analysis of trends. Operating income should only be analyzed
in conjunction with, and not in lieu of, net income.

Results in 2001 were adversely affected by two large loss events. In the third quarter, we incurred net costs of $645
million, or $420 million after-tax, related to the September 11 attack in the United States. Then, in the fourth quarter,
we recognized net surety bond losses of $220 million, or $143 million after-tax, arising from the bankruptcy of Enron
Corp.

Results in 2002 were adversely affected by aggregate net losses of $700 million, or $455 million after-tax,
recognized in the third and fourth quarters related to asbestos and toxic waste claims. Results in 2002 were also
adversely affected by a tax valuation allowance of $40 million from not being able to recognize for accounting purposes
certain U.S. tax benefits related to European losses. Conversely, results in 2002 benefited from a reduction of net surety
bond losses of $88 million, or $57 million after-tax, resulting from the settlement of litigation related to Enron.
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A summary of our results is as follows:
Years Ended December 31

2002 2001 2000
{in millions)

Property and casualty insurance

Underwriting
Net premilums WEEEIN . ..ot ettt e et e e e e e e $9,047.3  $6,961.5 $6,333.2
Increase in unearned premiums .. ... L., (962.0) (305.1) (187.3)
Premiums earned .. ...... ... . ... .. 8,085.3 6,656.4 6,145.9
Claims and claim expenses .. .. ... i 6,064.6 5,357.4 4,127.7
Operating costs and eXpenses . . .. .....overvvuirrranan .. 2,822.6 2,260.8 2,076.6
Increase in deferred policy acquisition costs .. ................ (212.5) (86.8) (62.3)
Dividends to policyholders ... ... ... ... ... oL 36.5 28.5 27.5
Underwriting loss .. .ot (625.9) (903.5) (23.6)
Investments
[nvestment income hefore expenses ........... ... ... .. .. ... 952.2 914.7 890.8
[NVEStMEent eXPenses . ... vttt ittt e 22.8 12.1 11.6
INVestment iNCOME . . ..ottt et e e e 929.4 902.6 879.2
Othercharges ... ... .. i (25.3) (52.3) (52.2)
Property and casualty income (loss) . ............ ... ... .. ..... 278.2 (53.2) 803.4
Chubb Financial Solutions non-insurance business ................ (69.8) 9.2 2.8
Corporate and other ........ .o (73.9) (22.8) (6.7)
Consolidated operating income (loss) before income tax .. .......... 134.5 (66.8) 799.5
Federal and foreign income tax (credit) . .............. ... .. .... (66.4) (177.8) 118.4
Consolidated operating income .. ........oiininirnrueen ., 200.9 111.0 681.1
Realized investment gains after income tax .. ............oovnn... 22.0 5 33.5
Consolidated net income .. ... ... $ 2229 % 1115 $ 7146
Property and casualty investment income after income tax .......... $ 7606 $ 749.1 $ 735.2

PROPERTY AND CASUALTY INSURANCE
Overview

Our property and casualty business produced income before taxes of $278 million in 2002 compared with a loss of

$53 million in 2001 and income of $803 million in 2000.

Results in 2001 and 2002 were impacted by a number of significant items. Results in 2001 were adversely affected
by the net costs of $645 million related to the September 11 attack and the net surety losses of $220 million related to
Enron. Results in 2002 were adversely affected by the recognition of aggregate net losses of $700 million in the third
and fourth quarters related to asbestos and toxic waste claims (the “$700 million asbestos charge”). Results in 2002
benefited from the $88 million reduction in net surety losses resulting from the settlement of litigation related to Enron.

The pre-tax costs of $645 million related to the September 11 attack had three components. First, in our insurance
business, we incurred estimated net claims and claim expenses of $555 million plus reinsurance reinstatement costs of
$50 million, for an aggregate cost of $605 million. Each of our underwriting segments was affected by the September
11 attack. However, the impact was by far the greatest on our financial institutions business. Second, in our reinsurance
business written through Chubb Re, which is included in other specialty results, we incurred estimated net claims and
claim expenses of $110 million and recognized reinstatement premium revenue of $80 million, for a net cost of $30
million. Finally, we recorded a $10 million charge, included in other charges, as our share of the losses publicly
estimated by Hiscox ple, a U.K. insurer in which we have a minority interest.
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We estimate that our gross claims and claim expenses from the September 11 attack were about $3.2 billion. Most
of the claims were from property exposure and business interruption losses. We also had significant workers’
compensation losses. Our net claims and claim expenses of $665 million were significantly lower than the gross amount
due to various reinsurance agreements. Qur property exposures were protected by facultative reinsurance, property per
risk treaties that limited our net loss per risk, and our property catastrophe treaties. Our workers’ compensation losses
were protected by a casualty catastrophe treaty and a casualty “clash” treaty that operates like a catastrophe treaty.

Our property per risk reinsurance coverage is in several layers, with separate treaties covering each layer. About 30
reinsurers and 25 individual Lloyds syndicates participate in these treaties. Many of these reinsurers participate in each
of the layers. In 2001, these treaties provided limits of up to $140 million for each individual risk in excess of the initial
$10 million that we retained. We have approximately 30 individual property claims in excess of $10 million from the
September 11 attack. The property per risk reinsurance agreements apply to each of these claims.

Business interruption claims from the September 11 attack will take some time to resolve, while potential liability
claims could take years to resolve. Also, certain of our reinsurers are questioning our interpretation and/or application
of some provisions of cur property per risk reinsurance agreements.

The questions thar have been raised generally involve the applicable limit of reinsurance coverage available to us,
the definition of what constitutes one risk, our accumulation of exposure in the various buildings destroyed or damaged
and our adherence to our underwriting guidelines. We have responded to these questions and are continuing discussions
with the reinsurers. Most of the reinsurers are paying, although some are reserving their rights as they continue to
discuss their open issues with us. One reinsurer is withholding payments pending the resolution of the questions raised.

Based on current information, we estimate that the aggregate amount of reinsurance recoverable under the
property per risk reinsurance agreements related to claims arising from the September 11 attack is approximately $1.2
billion. As of December 31, 2002, approximately $655 million had been billed under these agreements. We had
collected $355 million of this amount at that date. Of the remaining $300 million billed, $70 million was outstanding
for more than 90 days and, as of February 28, 2003, $24 million of that amount has been collected. The amounts billed
relate to those individual losses on which we have already made payments to an insured in excess of our $1C million
retention. The balance of the $1.2 billion reinsurance recoverable under the property per risk reinsurance treaties
relates to similar claims on which we have not yet made such payments.

We are optimistic that many of the outstanding concerns can be resolved through the ongoing discussions with
our reinsurers. Nonetheless, we continue to monitor this situation closely and to consider all alternatives available to
us under the property per risk reinsurance agreements, including the commencement of arbitration proceedings to
enforce our rights. We believe that our position is strong and that either our responses to the reinsurers’ questions will
ultimately satisfy them or we will prevail in arbitration should that become necessary.

Our loss reserve estimates related to the September 11 attack are subject to considerable uncertainty. However, we
continue to believe that, whether we resolve the open issues with our reinsurers through discussions or through
arbitration proceedings, our estimate of our net costs related to the September 11 attack is reasonable. It is possible that
our estimate of ultimate gross losses related to the September 11 attack, as well as the collectibility of related reinsurance
recoverables, may change in the future, and that the change in estimate could have a material effect on the Corporation’s
results of operations. However, we do not expect that any such change would have a material effect on the Corporation’s
financial condition or liquidity.

The surety losses arising from the Enron bankruptcy relate to bonds issued to various obligees in connection with
Enron commitments. Although certain of these surety bonds were the subject of litigation, we recognized our maximum
exposure of $220 million, net of reinsurance, in the fourth quarter of 2001. As of the end of 2002, the litigation was
settled, resulting in an $88 million reduction in our surety loss reserves.

In October 2002, our actuaries and outside actuarial consultants completed their periodic ground-up exposure
based analysis of our asbestos related liabilities. Upon completion of the analysis and assessment of the results, we
increased our net loss reserves by $625 million in the third quarter. In the fourth quarter, we reduced our previous
estimate of reinsurance recoverable on potential asbestos claims, resulting in an additional increase in our net loss
reserves of $75 million. Qur ashestos related exposure is further discussed under “Loss Reserves.”
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The net costs related to the September 11 attack, the Enron surety losses and related settlement, and the asbestos
charge are significant components in understanding and assessing our financial performance. However, these items had
a distorting effect on our results. The following summary adjusts our reported property and casualty income or loss

before taxes to exclude the impact of these items.

2002 2001 2000
(in millions)
Property and casualty income (loss) before tax, as reported . ... .............. $278  $(53) $803
Net costs related to the September 11 attack ......... ... .. ... ... .. .. 645
Net surety bonds losses related to Enron ... ... ... o oo i 220
Increase in asbestos and toxic waste loss reserves . ......... o i 700
Reduction in surety bond losses resulting from settlement of litigation
related to Enron .. .. (88)
Property and casualty income before tax, as adjusted . ....... ... .. .. .. ... .. $890  $812 3803

As adjusted, property and casualty earnings in 2002 were higher than in the prior year due primarily to a

substantial improvement in underwriting results. Earnings in 2001 were similar to those in 2000.

Underwriting Results

Net premiums written amounted to $9.0 billion in 2002, an increase of 30% over 2001. Net premiums written
increased 10% in 2001 compared with 2000. Premiums written in 2001 included net reinsurance reinstatement

premium revenue of $30 million related to the September 11 attack.

U.S. premiums grew 31% in 2002 and 9% in 2001. Substantial premium growth was achieved outside the United
States in 2002 and 2001. Reported non-U.S. premiums grew 27% in 2002 and 12% in 2001. In local currencies, such

premiums grew 24% and 16% in 2002 and 2001, respectively.

Net premiums written by class of business were as follows:

Years Ended December 31

2002 2001 2000
(in millions)
Personal insurance
Automobile ... . $ 5361 $ 4802 $ 4033
Homeowners ... ... . . 1,299.0 1,065.4 927.6
Other . ..o 478.6 435.5 391.9
Total personal . ... oot 2,313.7 1,981.1 1,722.8
Commercial insurance
Multiple peril .. .. ..o 930.1 767.4 734.8
Casualty . ... e 1,119.0 799.8 781.3
Workers’ cOmpensation ... ....o.ouveitir et 458.2 355.1 3209
Propertyand marine . .. ... 897.4 568.5 503.6
Total commercial . ... . .. . 3,404.7 2,490.8 2,340.6
Specialty insurance
Executive protection .. ...... ..ottt 1,702.4 1,348.7 1,274.1
Financial institutions .. ... ...t e 680.3 534.2 504.9
Other .o 946.2 606.7 490.2
Total specialty .. ..o 3,328.9 2,489.6 2,269.8
Total . . $9,047.3 $6,961.5 $6,333.2
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In 2001, premium growth in personal lines was strong. In our commercial classes, which include multiple peril,
casualty, workers’ compensation and property and marine, the marketplace improved with many of our competitors
increasing rates. As a result, our commercial lines premiums began to increase as we retained more of our accounts at
renewal and wrote more new business. Premium growth in specialty lines was restricted in 2001, primarily due to the
lack of growth in our executive protection business caused by our writing fewer multi-year policies as well as our
initiative to increase pricing and to not renew underperforming accounts.

Premium growth in 2002 was strong in all segments of our business due primarily to higher rates. Premium growth
was exceptionally strong in the commercial classes. In the wake of heavy insurance industry losses in recent years,
exacerbated by the tragic event of September 11, 2001, many insurance companies have sought substantial price
increases, raised deductibles, reduced coverage limits or declined outright to renew coverage. In this environment, we
are seeing more opportunities to write new business and we are retaining more of our accounts. We are getting
substantial rate increases on business we write, often with more favorable policy terms and conditions. We expect that
this trend will continue throughout 2003.

Premium growth in 2002 in our other specialty insurance business was primarily from Chubb Re, our reinsurance
business that began operations in 1999.

As a result of the substantial losses incurred by reinsurers in recent years, the cost of reinsurance in the marketplace
has increased significantly and reinsurance capacity for certain coverages, such as terrorism, is limited and expensive.

Our casualty per risk and casualty clash treaties in the aggregate cost approximately $20 million more in 2002 than
in the previous year. We did not renew a workers' compensation catastrophe treaty in 2002 thar had substantially
reduced our net losses from the September 11 attack because the terms and price that were offered were unreasonable.

Qur property reinsurance program was renewed in April 2002. The property per risk treaty and property
catastrophe treaties in the aggregate cost approximately $120 million more on an annualized basis, with more restrictive
terms, including terrorism exclusions. Our property per risk retention increased from $10 million to $15 million. Our
catastrophe treaty for events in the United States was modified to increase our initial retention, to increase the
reinsurance coverage at the top and to reduce our participation in certain layers of the program. The program now
provides coverage for individual catastrophic events of approximately 87% of losses between $150 million and $650
million.

The potential increase in our net risk concentrations from a catastrophic event that would result from these
changes to our reinsurance arrangements may be offset to some degree by changes to our gross risk profile. In particular,
we are making a concerted effort to reduce risk aggregations. Despite this effort, our future operating results could be
more volatile due to the changes made to our reinsurance program.

[t is expected that the cost of reinsurance will continue to increase in 2003. The changes in our reinsurance
program in 2003 will be more subtle than in 2002. We expect to discontinue some lower limit treaties that we believe
are no longer economical and to increase our participation in certain layers of the treaties that we renew.

The Terrorism Risk Insurance Act of 2002 (the Terrorism Act) was signed into law on November 26, 2002. The
Terrorism Act established a program under which the federal government will share the risk of loss from certain acts of
international terrorism with the insurance industry. The program terminates on December 31, 2005. The Terrorism Act
is applicable to almost all commercial lines of insurance. Insurance companies with direct commercial insurance
exposure in the United States are required to participate in the program. Each insurer has a separate deductible in the
event of an act of terrorism before federal assistance becomes available. The deductible is based on a percentage of
direct commercial earned premiums from the previous calendar year. For 2003, that deductible is 7% of direct
commercial earned premiums in 2002. For losses above the deductible, the federal government will pay for 90% of
insured losses, while the insurer contributes 10%. For certain classes of business, such as workers’ compensation,
terrorism coverage is mandatory. For those classes of business where it is not mandatory, insureds may choose not to
accept the terrorism coverage, which would reduce our exposure. While the provisions of the Terrorism Act will serve
to mitigate our exposure in the event of a large-scale terrorist attack, our deductible is substantial, approximating $350
million in 2003. Therefore, we continue to monitor concentrations of risk.

We also have exposure outside the United States to risk of loss from acts of terrorism. In some jurisdictions, we
have access to government mechanisms that would mitigate our exposure.

The combined loss and expense ratio, expressed as a percentage, is the key measure of underwriting profitability
traditionally used in the property and casualty business. We use the statutory definition of combined loss and expense
ratio. It is the sum of the ratio of losses to premiums earned (loss ratio) plus the ratio of underwriting expenses to
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premiums written (expense ratio) after reducing both premium amounts by dividends to policyholders. When the
combined ratio is under 100%, underwriting results are generally considered profitable; when the combined ratio is over
100%, underwriting results are generally considered unprofitable.

Underwriting results in 2002 were adversely affected by the $700 million asbestos charge, but such results benefited
from the $88 million reduction in surety losses resulting from the settlement of litigation related to Enron.
Underwriting results in 2001 were adversely affected by net costs of $635 million related to the September 11 attack
and the Enron related surety losses of $220 million. The combined loss and expense ratio, as reported and as adjusted

to exclude the effects of the asbestos charge, the Enron surety losses and related settlement, and the September 11
attack, was as follows:

Years Ended December 31
2002 2001 2000

As reported

oSS TALIO « v ottt 754% 80.8% 67.5%
Expense ratio ... ... . 313 32.6 329
Combined ratio ... .. . 106.7% 113.4% 100.4%
As adjusted

oSS TAEIO + o vttt e e e 67.8% 67.7% 67.5%
Expense ratio .. ... ... 31.3 32.8 32.9
Combined ratio ...t 99.1% 100.5% 100.4%

The loss ratio, as adjusted, was similar in the past three years. Losses from catastrophes other than the September
11 attack were $98 million in 2002 which represented 1.2 percentage points of the loss ratio compared with $114
million or 1.7 percentage points in 2001 and $72 million or 1.2 percentage points in 2000. Other than reinsurance
recoveries related to the September 11 attack, we did not have any recoveries from our catastrophe reinsurance program
during the three year period since there were no other individual catastrophes for which our losses exceeded the initial
retention. Qur initial retention level for each catastrophic event in the United States was increased from $100 million
to $150 million during 2002. Our initial retention is generally $25 million outside the United States.

Our expense ratio decreased in 2002 due to premiums written growing at a substantially higher rate than overhead
expenses.

Personal Insurance

Net premiums from personal insurance, which represent 26% of the premiums written by our property and casualty
subsidiaries, increased by 17% in 2002 compared with a 15% increase in 2001. In both years, premium growth occurred
in all classes. However, as planned, growth in our in-force policy count slowed in 2002. Premium growth in 2002 was
particularly significant in our homeowners business due primarily to higher rates and increased insurance-to-value.
Homeowners premiums were up 22% in 2002, while the in-force policy count was up 3%.

QOur personal insurance business produced modestly profitable underwriting results in 2002 compared with slightly
unprofitable results in 2001 and substantial profits in 2000. Results in 2001 included net costs of $20 million related to
the September 11 attack. The combined loss and expense ratios for the classes of business within the personal insurance
segment, as reported and as adjusted to exclude the effects of the September 11 attack, were as follows:

Years Ended December 31
2002 2001 2000

As reported

Automobile ... 97.5% 99.8% 95.9%
Homeowners ... . 1045 112.6 100.8
Other .o 71.8 75.8 71.4
Total personal ... ... . 97.2% 101.3% 92.9%
As adjusted

Automobile ... 97.5% 98.7% 95.9%
Homeowners . ... . 1045 111.2 100.8
Other . ..o 77.8 75.5 71.4

Total personal

............................................... 97.2% 100.2% _92.9%
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Homeowners results improved in 2002 but remained unprofitable. Results continued to be adversely affected by an
increase in the severity of water damage claims, including those related to mold, particularly in Texas. The improvement
in 2002 was due to a decrease in the frequency of both catastrophe and non-catastrophe losses, the latter resulting in
large part from the mild winter weather in the eastern half of the United States. Results deteriorated significantly in
2001 compared with 2000 due primarily to the substantial increase in the frequency and severity of water damage and
mold claims as well as rate deficiencies in several states. Losses from catastrophes other than the September 11 attack
represented 2.9 percentage points of the loss ratio for this class in 2002 compared with 5.4 percentage points in 2001
and 7.3 percentage points in 2000. Homeowners results were unprofitable in Europe in each of the past three years. We
are in the process of disengaging from our personal lines operations in Continental Europe.

Qur remediation plan relating to our homeowners business, which began in the latter part of 2001, is on track. We
have made substantial progress in implementing rate increases in states where rates have been deficient. However, we
continue to be concerned about the proliferation of water damage claims, including those related to mold. We have
made regulatory filings in most states to introduce contract changes that would enable us to treat mold as a separate
peril available at an appropriate price. These changes have been implemented in 17 startes, including Texas, and
approved in 11 other states. If necessary, we will reduce our presence in states where we cannot attain rate adequacy
due to regulatory constraints or adverse loss trends.

Our personal automobile business was profitable in each of the last three years. Profitability increased modestly in
2002. Profitability decreased in 2001 compared with 2000 due to an increase in the frequency of losses in the liability
component of this business. Results in each year benefited from stable loss severity.

Other personal coverages, which include insurance for personal valuable articles and excess liability, produced
highly profitable results in each of the past three years, as favorable loss experience has continued.

Commercial Insurance

Net premiurms from commercial insurance, which represent 37% of our total writings, increased by 37% in 2002
compared with a 6% increase in 2001. The substantial premium growth in 2002, which occurred in all segments of this
business, was due in large part to significantly higher rates and also to an increase in our in-force count. Retention levels
have improved significantly, beginning in the second half of 2001. On the business that was renewed, rates have
increased steadily. New business has accelerated, beginning toward the end of 2001. During 2002, we wrote more than
two dollars of new business for every dollar of business we lost; during 2001, this ratio was about one to one. The
substantial growth in new business was produced with the same underwriting discipline thar existed over the past three
years when we were shrinking the book of business. We expect that rates will continue to rise but that the level of rate
increases will begin to decline.

Our commercial insurance results were adversely affected in 2002 by the $700 million asbestos charge and in 2001
by net costs of $103 million related to the September 11 attack. The combined loss and expense ratios for the classes
of business within commercial insurance, as reported and as adjusted to exclude the effects of the asbestos charge and
the September 11 attack, were as follows:

Years Ended December 31
2002 2001 2000

As reported

Multiple peril .. ..o 99.7% 109.6% 114.5%
Casualty ... 166.6 1149 1187
Workers’ COMPENSAtION .« . o\ ottt et e e e e 92.3 92.9 99.8
Property and marine . . ... ..ottt e 90.2 115.8 115.0
Total commercial . ... ... . 118.6% 110.5% 114.2%
As adjusted

Multiple peril .. ... 99.7% 102.1% 114.5%
Casualty ..o e 94.2 111.0 1187
Workers' COMPEnsation .. ..........uviuuniineranean. 92.3 922 998
Propertyand marine . .. ... 90.2 112.7 115.0
Total commercial ....... ... . . 945% 106.1% 114.2%
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Our commercial insurance results, as adjusted, have shown substantial improvement in each succeeding year. On
an as adjusted basis, our commercial insurance business produced an underwriting profit in 2002 compared with
underwriting losses in 2001 and 2000. The improvement has been due in large part to the cumulative effect of price
increases, better terms and conditions and more stringent risk selection in recent years. While all segments of this
business have improved, the improvement has been most significant in our casualty and property and marine classes.

Commercial insurance results, particularly in the casualty classes, were adversely affected in each of the past three
years by incurred losses relating to asbestos and toxic waste claims. In addition to the $700 million asbestos charge in
2002, asbestos and toxic waste losses were $41 million in 2002, $61 million in 2001 and $31 million in 2000. The as
adjusted combined ratios exclude the effect of the $700 million asbestos charge but include the effect of all other
asbestos and toxic waste losses.

Multiple peril results, as adjusted, showed modest improvement in 2002 due to highly profitable overseas results.
The improved results in 2001 compared with 2000 were principally in the liability component of this business due to
a lower frequency and severity of losses. Losses from catastrophes other than the September 11 attack represented 2.2
percentage points of the loss ratio for this class in 2002 and 3.0 percentage points in 2001. There were virtually no
catastrophe losses in 2000.

Results for our casualty business, as adjusted, were profitable in 2002 compared with highly unprofitable results in
2001 and 2000. This business has shown significant improvement in each of the past two years due to higher rates and
the culling of business where we could not attain price adequacy. In particular, the automobile component showed
substantial improvement, producing highly profitable results in 2002 compared with modestly unprofitable results in
2001 and highly unprofitable results in 2000. Results for the primary liability component also improved in each
succeeding year. The excess liability component produced breakeven results in 2002 compared with unprofitable results
in 2001 and 2000. As noted above, casualty results in each of the past three years were adversely affected by incurred
losses related to asbestos and toxic waste claims.

Workers” compensation results were highly profitable in 2002 and 2001 compared with near breakeven results in
2000. The strong results in 2002 and 2001 were due to higher rates as well as to a lower frequency of losses, resulting
in large part from our disciplined risk selection during the past several vears.

Property and marine results were profitable in 2002 compared with highly unprofitable results in 2001 and 2000.
Results in 2002 benefited from improved pricing, higher deductibles and better terms and conditions. Results in 2001
and 2000 were adversely affected by a high frequency of large losses, both in the United States and overseas. Losses
from catastrophes other than the September 11 attack represented 6.6 percentage points of the loss ratio for this class
in 2002 compared with 5.4 percentage points in 2001 and 1.7 percentage points in 2000.

Specialty Insurance

Net premiums from specialty insurance, which represent 37% of our total writings, increased by 34% in 2002
compared with a 10% increase in 2001. Premiums in 2001 included net reinsurance reinstatement premium revenue
of $35 million related to the September 11 attack, primarily consisting of $80 million of premium revenue in our
reinsurance business offset in part by costs of $40 million in our financial institutions business.

Our strategy of working closely with our customers and our ability to differentiate our products continue to enable
us to renew a considerable percentage of our executive protection and financial institutions business. The growth in
2002 in executive protection and the professional liability component of our financial institutions business was
primarily attributable to higher rates. In response to claim severity trends, we initiated a program in 2001 to increase
pricing and improve policy terms and to not renew business that no longer met our underwriting criteria. We have
implemented better terms and conditions, including lower policy limits and higher deductibles. Most of our new
business is coming from the small to mid-size market. In the standard commercial component of our financial
institutions business, rates were higher as well. Growth of this business was somewhat restrained by our management
of terrorism exposure concentrations and higher reinsurance costs. Executive protection premium growth in 2001 was
only 6% due to our writing fewer multi-year policies and the non-renewal of unprofitable business. Excluding the
reinsurance reinstatement costs of $40 million in 2001, financial institutions premium growth was 19% in 2002 and

14% in 2001.

A reunderwriting of our European executive protection business is underway using many of the strategies already
implemented in the United States, including substantial rate increases, reductions in policy limits and higher

deductibles.
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Growth in our other specialty insurance business was primarily from Chubb Re, our reinsurance assumed business.
Premiums produced by Chubb Re amounted to $488 million in 2002 compared with $199 million in 2001, excluding
the net reinstatement premium revenue of $80 million, and $158 million in 2000. We expect reinsurance assumed
business to continue to grow significantly in 2003.

Our specialty insurance results in 2002 benefited from the $88 million reduction in surety losses resulting from the
settlement of litigation related to Enron. Results were adversely affected in 2001 by net costs of $512 million related
to the September 11 attack and the Enron-related surety losses of $220 million. The combined loss and expense ratios
for the classes of business within specialty insurance, as reported and as adjusted to exclude the effects of the September
11 attack and the Enron surety losses and related settlement, were as follows:

Years Ended December 31
2002 2001 2000

As reported

EXECULiVE PIOTECTION « v\ vttt et ettt ettt et e e e e 1103% 94.0% 86.2%
Financial InStitutions .. ....... ... uuuinrin e 110.7 1877 90.6
Other ot 77.8 146.2 1055
Total specialty .. ... 101.8% 1255% 91.3%
As adjusted

EXECUtive ProteCtion .« - . v\ vt ottt e e et e e 110.3%  94.0% 86.2%
Financial institutions ... ...t 110.7 94.7 90.6
Other .. 88.8 99.2 1055
Total specialty ... .ot 104.8% 953% 91.3%

Qur specialty insurance underwriting results, as adjusted, were unprofitable in 2002 compared with profitable

results in 2001 and 2000.

Executive protection results were unprofitable in 2002 compared with profitable results in 2001 and 2000. Results
in 2002 were adversely affected by deteriorating claim trends in directors and officers liability and errors and omissions
liability business due in large part to the corporate abuses and accounting irregularities in recent years. Results in
Europe were particularly unprofitable in 2002. Loss experience in Europe started to deteriorate in 2001 due to adverse
trends in loss severity caused by an increase in litigation, often involving European companies being sued in U.S. courts
for securities fraud. Loss trends in Europe deteriorated further in 2002. Qur employment practices liability business was
profitable in 2002 compared with unprofitable results in 2001 and 2000. The improvement was due to our strategy to
reduce our exposure to accounts with more than 10,000 employees, which are the accounts that had been generating
most of our large losses in this class.

Our financial institutions business, as adjusted, produced unprofitable results in 2002 compared with profitable
results in 2001 and 2000. The fidelity component of this business was highly profitable in each of the last three years
due to favorable loss experience. Results for the professional liability component were highly unprofitable in 2002
compared with modestly unprofitable results in 2001 and profitable results in 2000. The deterioration in 2002 was due
to the same claim trends in the United States and Europe experienced in our executive protection business. The
standard commercial business written on financial institutions produced profitable results in 2002 and 2001 compared
with breakeven results in 2000. Results have improved in each succeeding year due in large part to the rate increases
and more stringent risk selection in recent years.

Other specialty results, as adjusted, were highly profitable in 2002 compared with near breakeven results in 2001
and unprofitable results in 2000. Excluding the impact of the Enron bankruptcy, our surety results were highly profitable
in each of the past three years. Qur reinsurance assumed business generated by Chubb Re produced a modest
underwriting gain in 2002 compared with a modest loss in 2001 and 2000. Accident and aviation results also improved

in 2002.

The surety business tends to be characterized by infrequent but potentially high severity losses. Since the end of
2001, we have been reducing our exposure on an absolute basis and by specific bond type. The majority of our
obligations are intended to be performance-based guarantees. When losses occur, they are mitigated by the customer’s
balance sheet, contract proceeds and bankruptcy recovery.
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Notwithstanding our efforts to manage and reduce our surety exposure, we continue to have substantial
commercial surety exposure for outstanding bonds. In that regard, we have exposures related to commercial surety
bonds issued on behalf of companies that have experienced deterioration in creditworthiness. Given the current
economic climate and its impact on these and other companies, there is an increased likelihood that we may experience
an increase in filed claims and may incur high severity losses. Such losses would be recorded if and when claims are
filed and determined to be valid.

As a result of disarray in the surety reinsurance market caused by several years of declining prices and high losses,
the availability of surety reinsurance in the near term has been significantly reduced. As a result, our future surety
results could be more volatile.

We have in force several gas forward purchase surety bonds similar to those we issued on behalf of Enron. The total
amount of bonds with one principal, Aquila, Inc., is $550 million. These bonds are uncollateralized. The combined
amount of all other gas forward surety bonds is approximately $245 million. Approximately $135 million of these bonds
are uncollateralized. Our obligations under these bonds will decline over the terms of the bonds, the longest of which
extends until 2012. There is currently no reinsurance in place covering our obligations under any of these bonds.

Under the gas forward purchase surety bond structure, gas suppliers entered into long-term gas purchase
agreements pursuant to which they agreed to supply specified quantities of gas to the beneficiaries under our surety
bonds. In exchange for the gas purchase agreement, the beneficiaries under our surety bonds made an agreed upon
advance payment for the gas. Our surety bonds secure the suppliers’ obligation to supply gas. Under the terms of these
bonds, our entire obligation to pay could be triggered if the related supplier failed to provide gas under its forward
purchase contracts or was the subject of a bankruptcy filing.

Each of the suppliers continues to perform its obligations under the related gas forward purchase agreements.
However, certain of these suppliers, including Aquila, Inc., have suffered ratings downgrades. If payment under the
Aquila surety bonds were triggered or if payment under all of the other gas forward surety bonds were triggered, such
payments would have a material adverse effect on the Corporarion’s results of operations and liquidity.

Loss Reserves

Loss reserves, which are our property and casualty subsidiaries’ largest liability, include significant amounts related
to the September 11 attack, to our Enron surety exposure and to asbestos and roxic waste claims. The components of
our loss reserves were as follows:

December 31
2002 2001 2000
(in millions)

Gross loss reserves

Total, per balance sheet ............ ... ... .. ... . ... $16,713  $15,515  $11,904
Less:
Related to the September 11 attack ................... 2,063 2,775
Related to Enron surety exposure ..................... 113 333
Related to asbestos and toxic waste claims .............. 1,136 423 465
Total, asadjusted .. ... . . $13,401  $11,984  $11,439
Reinsurance recoverable
Total, per balance sheet ....... ... ... ... .. ... ... ... $ 4071 % 4505 $ 1,853
Less:
Related to the September 11 attack ................... 1,558 2,239
Related to Enron surety exposure . .................... 7 121
Related to asbestos and toxic waste claims .. ............ 53 11 15
Total,asadjusted . ...... ... ... ... $ 2453 % 2,134 $ 1,838
Net loss reserves
Total o $12,642  $11,010  $10,051
Total, as adjusted ... ... . 10,948 9,850 9,601

27



The loss reserves related to the September 11 attack, our Enron surety exposure and asbestos and toxic waste
claims are significant components of our total loss reserves, but they distort the growth trend in our loss reserves.
Adjusted to exclude such loss reserves, our loss reserves, net of reinsurance recoverable, increased by $1,098 million or

11% in 2002 compared with $249 million or 3% in 2001.

Net loss reserves, as adjusted, by segment were as follows:

December 31

2002 2001 2000
(in millions)
Personal iNSUMANCE .« . o o v v e e e e e e e e e e e e $ 1,064 % 900 $ 762
Commercial iINSUTANCE . . . . vt e e 4714 4,661 4,842
Specialty iNSUTANCe ... ..ot te 5,170 4,289 3,997
Ner loss reserves, as adjusted .. ... $10,948  $9,850  $9,601

Loss reserves for personal insurance and specialty insurance increased significantly in 2002 and 2001. In
particular, in specialty insurance, our European directors and officers and errors and omissions loss reserves for the
current and prior accident years increased by about $250 million in the aggregate in 2002. Loss reserves for
commercial insurance have not increased, reflecting the significant exposure reductions of the past several years and
the improved accident year results in these years due to more stringent risk selection.

A reconciliation of the beginning and ending liability for unpaid claims and claim adjustment expenses for the
three years ended December 31, 2002 is included in Note (9) of the Notes to Consolidated Financial Statements.

During 2002, we experienced overall unfavorable development of $790 million on loss reserves established as of
the previous year end. This compares with favorable development of $196 million in 2001 and $230 million in 2000.
Such development was reflected in operating results in these respective years.

The unfavorable development in 2002 was due primarily to our strengthening asbestos and toxic waste loss reserves
by $741 million during the year. In addition, we experienced unfavorable development of about $100 million in the
homeowners class due to the increase in the severity of water damage and related mold claims. In the executive
protection classes, the adverse loss trends in Europe and the United States in the more recent accident years more than
offset favorable loss experience in the United States in older accident years, resulting in unfavorable development of
about $50 million during 2002. Offsetting the unfavorable development somewhat was the $88 million reduction in
surety loss reserves related to the Enron settlement.

The favorable development in 2001 and 2000 was due primarily to favorable claim experience in our commercial
excess liability and executive protection coverages, offset in part by losses incurred related to asbestos and roxic waste
claims.

In Item 1 of the Corporation’s Form 10-K, we present an analysis of our consolidated loss reserve development on
a calendar year basis for the ten years prior to 2002.

Qur U.S. property and casualty subsidiaries are required to file annual statements with insurance regulatory
authorities prepared on an accounting basis prescribed or permitted by such authorities. These annual statements
include an analysis of loss reserves, referred to as Schedule P, that presents accident year loss development information
by line of business for the nine years prior to 2002. It is our intention to post the Schedule P for our combined U.S.
property and casualty subsidiaries on our website as soon as it becomes available.

The process of establishing loss reserves is complex and imprecise as it is subject to variables that are influenced
by significant judgmental factors. This is true because claim settlements to be made in the future will be impacted by
changing rates of inflation, particularly medical cost inflation, and other economic conditions; changing legislative,
judicial and social environments; and changes in our claim handling procedures.

Our loss reserves include amounts related to short tail and long tail classes of business. Short tail classes consist
principally of homeowners, personal valuable articles and commercial property business. For these classes, the
estimation of loss reserves is less complex because claims are generally reported and settled quickly and the claims relate
to tangible property.




Long-tail classes include directors and officers liability, errors and omissions liability and other executive
protection coverages, commercial excess liability and other liability classes. Most of our loss reserves relate to long tail
liability classes of business. For many liability claims significant periods of time, ranging up to several years or more,
may elapse between the occurrence of the loss, the reporting of the loss and the settlement of the claim. The longer
the time span between the incidence of a loss and the settlement of the claim, the more the ultimate settlement amount
can vary. For the long tail liability classes, a relatively small proportion of net losses in the more recent accident years
are reported claims and an even smaller proportion are paid losses. Therefore, a relatively large proportion of our net
losses for these classes are reserves for incurred but not reported (IBNR) losses — claims that had not yet been reported
to us, some of which were not yet known to the insured, and future development on reported claims. In fact,
approximately 60% of our aggregate net loss reserves at December 31, 2002 were for IBNR.

We use a variety of actuarial methods that analyze experience trends and other relevant factors to estimate loss
reserves. 1 hese methods generally utilize analyses of historical patterns of the development of paid and reported losses
by accident year by class of business. This process relies on the basic assumption that past experience, adjusted for the
effects of current developments and likely trends, is an appropriate basis for predicting future outcomes. For certain long
tail classes of business where anticipated loss experience is less predictable because of the small number of claims and/or
erratic claim severity patterns, estimates are based on both expected losses and actual reported losses. These classes
include directors and officers liability, errors and omissions liability and commercial excess liability, among others. For
these classes, we judgmentally set ultimate losses for each accident year based on our evaluation of loss trends and the
current risk environment. The expected ultimate losses are adjusted as the accident years mature.

Reserves for asbestos and toxic waste claims cannot be estimated with traditional actuarial techniques that rely on
historical accident year loss development factors. We establish case reserves and expense reserves for costs of related
litigation where sufficient information has been developed to indicate the involvement of a specific insurance policy.
In addition, IBNR reserves are established to cover additional exposures on both known and unasserted claims.

Judicial decisions and legislative actions continue to broaden liability and policy definitions and to increase the
severity of claim payments. As a result of this and other societal and economic developments, the uncertainties
inherent in estimating ultimate claim costs on the basis of past experience have been exacerbated, further complicating
the already complex loss reserving process.

The uncertainties relating to asbestos and toxic waste claims on insurance policies written many years ago are
further exacerbated by inconsistent court decisions as well as judicial interpretations and legislative actions that in
some cases have tended to broaden coverage beyond the original intent of such policies and in others have expanded
theories of liability. The industry as a whole is engaged in extensive litigation over these coverage and liability issues
and is thus confronted with a continuing uncertainty in its efforts to quantify these exposures.

Asbestos remains the most significant and difficult mass tort for the insurance industry in terms of claims volume
and dollar exposure. Early court cases established the “continuous trigger” theory with respect to insurance coverage.
Under this theory, insurance coverage is deemed to be triggered from the time a claimant is first exposed to asbestos
until the manifestation of any disease. This interpretation of a policy trigger can involve insurance companies over
many years and increases their exposure to liability.

To date, approximately 65 manufacturers and distributors of asbestos products have filed for bankruptcy protection
as a result of asbestos liabilities. The rapid increase in both the frequency and severity of claims in recent years has
accelerated the pace at which these bankruptcies have been filed. About 30 of these companies have been pushed into
bankruptcy since 2000. In part as a result of these bankruptcies, the volume and value of claims against viable asbestos
defendants continue to increase.

Qur most significant individual asbestos exposures involve product liability on the part of “traditional” defendants
who manufactured, distributed or installed asbestos products. We wrote excess liability and/or general liability
coverages for these insureds. While these insureds are relatively few in number, such exposure has increased in recent
years due to the increased volume of claims, the erosion of much of the underlying limits and the bankruptcies of target
defendants.

Qur other asbestos exposures involve non-product liability on the part of “peripheral” defendants, including a mix
of manufacturers, distributors and installers of certain products that contain asbestos in small quantities and owners of
properties on which asbestos exists. Generally, these insureds are named defendants on a regional rather than a
nationwide basis. As the financial resources of traditional asbestos defendants have been depleted, plaintiffs are

29




targeting these peripheral parties with greater frequency and, in many cases, for larger awards. In addition, the plaintiffs’
bar continues to solicit new claimants through extensive advertising and through asbestos medical screenings.
Litigation is then initiated even though many of the claimants do not show any signs of asbestos-related disease. Thus,
new asbestos claims and new exposures on existing claims have continued unabated despite the fact that usage of
asbestos has declined since the mid-1970’s. Based on published projections, we expect that we will continue receiving
asbestos claims at the current rate for at least the next several years.

Asbestos claims initially focused on the major manufacturers, distributors or installers of asbestos products under
the products liability section of primary general liability policies as well as under excess liability policies, both of which
typically had aggregate limits that capped an insurer’s liability. In recent years, a number of asbestos claims by insureds
are being presented as “non-products” claims, such as those by installers of asbestos products and by property owners
who allegedly had asbestos on their property, under the premises or operations section of primary general liability
policies. Unlike products exposures, these non-products exposures typically had no aggregate limits, creating
potentially greater exposure. Further, in an effort to seek additional insurance coverage, some insureds with installation
activities who have substantially eroded their products coverage are presenting new asbestos claims as non-products
operations claims or attempting to reclassify old products claims. The extent to which insureds will be liable under such
theories and successful in obtaining coverage on this basis is uncertain.

The expanded focus of asbestos litigation beyond asbestos manufacturers and distributors to installers and premises
owners has created, in some instances, conflicts among insureds, primary insurers and excess insurers, mainly involving
questions regarding allocation of indemnity and expense costs and exhaustion of policy limits. These issues are
generating costly coverage litigation with the potential for inconsistent results.

Federal legislation. still appears to be the best vehicle for comprehensively addressing the asbestos problem.
However, unified support among various defendant and insurer groups considered essential to any possible reform is
lacking. We therefore have assumed a continuing unfavorable legal environment with no benefit from any asbestos
reform legislation.

In establishing our asbestos reserves, we evaluate the exposure presented by each insured. As part of this
evaluation, we consider the available insurance coverage; limits and deductibles; the potential role of other insurance,
particularly underlying coverage below our excess liability policies; and applicable coverage defenses, including asbestos
exclusions.

In the third quarter of 2002, our actuaries and outside actuarial consultants commenced their periodic ground-up
exposure based analysis of our asbestos related liabilities. As part of this analysis, they considered the following recent
adverse trends:

¢ Estimates of the ultimate liabilities for traditional asbestos defendants have increased as the number of plaintiff
claims has surged over the past few years. The notable increase in claimants as well as potential future claimants
has resulted in large settlements of asbestos related litigation. As a result, it now appears more likely that many
of these traditional defendants will access higher excess layers of insurance coverage as well as more years of
coverage than previously anticipated.

¢ Claims have been more aggressively pursued against peripheral asbestos defendants in recent years, partly in
response to the bankruptcy or exhaustion of insurance coverage for many of the major traditional defendants.

® The number of claims filed under the non-aggregate premises or operations section of general liability policies
has increased, crearing potentially greater exposure.

¢ The litigation environment has become increasingly adverse. More than half of the lawsuits filed in recent years
have been filed in five plaintiff oriented states, where significant verdicts historically have been rendered against
commercial defendants.

® The number of asbestos defendants in bankruptcy has increased, resulting in an increase in the number and cost
of declaratory judgment lawsuits to resolve coverage disputes and to effect settlements in the bankruptcy courts.

Upon completion of the analysis and assessment of the results, we increased our net asbestos loss reserves by $545
million in the third quarter. Following a thorough review in the fourth quarter by our internal actuarial, claims and
reinsurance personnel, we reduced our previous estimate of reinsurance recoverable on potential asbestos claims. As a
result, our net asbestos ioss reserves increased by an additional $75 million.
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The following table presents a reconciliation of the beginning and ending loss reserves related to asbestos claims.
Years Ended December 31

2002 2001 2000
(in millions)

Gross loss reserves, beginning of year .. ............... ... ... ..... $225 %225 $226
Reinsurance recoverable, beginning of year ............. .. ... ... .. 10 13 10
Net loss reserves, beginning of year ............ ... .. ... .. ...... 215 212 216
Net incurred 1oSSes . . ..o oot 657 57 30
Netlosses paid . .. oot 38 54 34
Net loss reserves, end of year .. ...t 834 215 212
Reinsurance recoverable,end of year . .............. ... ... ...... 51 10 13
Gross loss reserves, endof year . . ... ..o $885 $225 $225

Significant uncertainty remains as to our ultimate liability relating to asbestos related claims due to such factors as
the long latency period between asbestos exposure and disease manifestation and the resulting potential for
involvement of multiple policy periods for individual claims as well as the increase in the volume of claims by plaintiffs
who claim exposure but who have no symptoms of asbestos-related disease and an increase in claims filed under the
non-aggregate premises or operations section of general liability policies. There is also the possibility of federal
legislation that would address the asbestos problem.

Hazardous waste sites are another potential exposure. Under the federal “Superfund” law and similar state statutes,
when potentially responsible parties (PRPs) fail to handle the clean-up at a site, regulators have the work done and
then attempt to establish legal liability against the PRPs. Most sites have multiple PRPs.

Most PRPs named to date are parties who have been generators, transporters, past or present landowners or past
or present site operators. The PRPs disposed of toxic materials at a waste dump site or transported the materials to the
site. These PRPs had proper government authorization in many instances. Insurance policies issued to PRPs were not
intended to cover the clean-up costs of pollution and, in many cases, did not intend to cover the pollution itself.
Pollution was not a recognized hazard at the time many of these policies were written. In more recent years, however,
policies specifically exclude such exposures.

As the costs of environmental clean-up became substantial, PRPs and others increasingly filed claims with their
insurance carriers. Litigation against insurers extends to issues of liability, coverage and other policy provisions.

There is great uncertainty involved in estimating our liabilities related to these claims. First, the liabilities of the
claimants are extremely difficult to estimate. At any given site, the allocation of remediation costs among
governmental authorities and the PRPs varies greatly depending on a variety of factors. Second, different courts have
addressed liabilicy and coverage issues regarding pollution claims and have reached inconsistent conclusions in their
interpretation of several issues. These significant uncertainties are not likely to be resolved definitively in the near
future.

Uncertainties also remain as to the Superfund law itself. Superfund’s taxing authority expired on December 31,
1995 and has not been re-enacted. Federal legislation appears to be at a standstill. At this time, it is not possible to
predict the direction that any reforms may take, when they may occur or the effect that any changes may have on the
insurance industry.

Without federal movement on Superfund reform, the enforcement of Superfund liability is shifting to the states.
States are being forced to reconsider state-level cleanup statutes and regulations. As individual states move forward,
the potential for conflicting state regulation becomes greater. Significant uncertainty remains as to the cost of
remediating the state sites. Because of the large number of state sites, such sites could prove even more costly in the
aggregate than Superfund sites.
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Toxic waste losses appear to be developing as expected due to relatively stable claim trends. In many cases, claims
are being settled for less than initially anticipated due to various factors, including more efficient site remediation
efforts and increasing success with policy buy backs.

Despite the stable claim trends, we increased our toxic waste loss reserves by $80 million in the third quarter of
2002 based on the most recent estimate of our actuaries and actuarial consultants as to our ultimate exposure.

The following table presents a reconciliation of the beginning and ending loss reserves, net of reinsurance
recoverable, related to toxic waste claims. There are virtually no reinsurance recoveries related to these claims.

Years Ended December 31

2002 2001 2000

(in millions)
Reserves, beginning of year . ........ ... ... . i $197 $238 $308
Incurred 1osses .. ..ot e 84 4 1
Losses paid . .. oot 32 45 71
Reserves, end of year ... ...oo it $249 $197 $238

We continually review and update our loss reserves. Based on all information currently available, we believe that
the aggregate loss reserves of the property and casualty subsidiaries at December 31, 2002 were adequate to cover
claims for losses that had occurred, including both those known to us and those yet to be reported. In establishing
such reserves, we consider facts currently known and the present state of the law and coverage litigation. However,
given the judicial decisions and legislative actions that have broadened the scope of coverage and expanded theories
of liability in the past and the possibilities of similar interpretations in the future, particularly as they relate to asbestos
claims and, to a lesser extent, toxic waste claims, additional increases in loss reserves may emerge in future periods.
Such increases could have a marterial adverse effect on the Corporation’s future operating results. However,
management does not expect that any such increases would have a material effect on the Corporation’s consolidated
financial condition or liquidity.

Catastrophe Exposure

QOur property and casualty subsidiaries have exposure to insured losses caused by hurricanes, earthquakes, winter
storms, windstorms and other natural catastrophic events. The frequency and severity of natural catastrophes are
unpredictable.

The tragic event of September 11 changed the way the property and casualty insurance industry views catastrophic
risk. Numerous classes of business have become exposed to terrorism related catastrophic risks in addition to the
catastrophic risks related to natural occurrences. This has required us to change how we identify and evaluate risk
accumulations. We have changed our underwriting protocols to address terrorism and the limited availability of
terrorisim reinsurance. However, given the uncertainty of the potential threats, we cannot be sure that we have
addressed all the possibilities.

The extent of losses from a catastrophe is a function of both the total amount of insured exposure in an area
affected by the event and the severity of the event. We continually assess our concentration of underwriting exposures
in catastrophe prone areas globally and develop strategies to manage this exposure through individual risk selection,
subject to regulatory constraints, and through the purchase of catastrophe reinsurance. In recent years, we have
invested in modeling technologies and concentration management tools that allow us to better monitor and control
our accumulations of potential losses from catastrophe exposures. We maintain records showing concentrations of risk
in catastrophe prone areas such as California (earthquake and brush fires) and the gulf and east coasts of the United
States (hurricanes). We also continue to explore and analyze credible scientific evidence, including the impact of
global climate change, that may affect our potential exposure under insurance policies.

Despite these efforts, the occurrence of one or more severe catastrophic events in heavily populated areas could
have a material adverse effect on the Corporation’s results of operations, financial condition or liquidity.
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Investment Income

Property and casualty investment income before taxes increased by 3% both in 2002 compared with 2001 and in
2001 compared with 2000. Growth in 2002 and 2001 was due to an increase in invested assets, which reflected
substantial cash flow from operations over the period. Growth in 2002 also benefited from capital contributed to the
property and casualty subsidiaries by the Corporation in the fourth quarter of 2001. Growth in both years was
dampened by lower available reinvestment rates on fixed maturities that matured in each year.

The effective tax rate on our investment income was 18.2% in 2002 compared with 17.0% in 2001 and 16.4% in
2000. The effective tax rate increased each year as a result of our holding a somewhat smaller proportion of our
investment portfolio in tax-exempt securities. On an after-tax basis, property and casualty investment income increased
by 2% in 2002 and in 2001. Management uses property and casualty investment income after-tax, a non-GAAP
financial measure, to evaluate its investment performance because it reflects the impact of any change in the proportion
of our investment portfolio invested in tax-exempt securities and is therefore more meaningful for analysis purposes
than investment income before taxes.

Other Charges
Other charges include miscellaneous income and expenses of the property and casualty subsidiaries.

Other charges in both 2001 and 2000 included goodwill amortization of approximately $20 million. The
accounting for goodwill was changed in 2002, as discussed further under “Changes in Accounting Principles.” As a
result, there was no goodwill amortization in 2002.

Other charges in 2001 included a $10 million charge for our share of the losses of Hiscox plc from the
September 11 attack.

CHUBB FINANCIAL SOLUTIONS

Chubb Financial Solutions (CFS) was organized by the Corporation in 2000 to develop and provide customized
products to address specific financial needs of corporate clients. CFS operates through both the capital and insurance
markets. Since its inception, CFS's non-insurance business has been primarily structured credit derivatives, principally
as a counterparty in portfolio credit default swap contracts. The Corporation guarantees all of these obligations.

In a typical portfolio credit default swap, CFS participates in the senior layer of a structure designed to replicate
the performance of a portfolic of corporate securities, a portfolio of asset-backed securities or a specified pool of loans.
The structure of these portfolio credit default swaps generally requires CFS to make payment to counterparties to the
extent cumulative losses, related to numerous credit events, exceed a specified threshold. The risk below that threshold,
referred to as subordination, is assumed by other parties with the primary risk layer sometimes retained by the buyer.
The amount of subordination for each contract varies based on the credit quality of the underlying portfolio and the
term to maturity of the contract. Credit events generally arise when one of the referenced entities within a portfolio
becomes bankrupt, undergoes a debrt restructuring or fails to make timely interest or principal payments on a senior
unsecured debt obligation.

Portfolio credit default swaps are derivatives and are carried in the financial statements at estimated fair value,
which represents management’s best estimate of the cost to exit our positions. Changes in fair value are included in
income in the period of the change. Thus, CFS’s results are subject to volatility, which could have a significant effect
on the Corporation’s results of operations from period to period. Valuation models are used to estimate the fair value
of our obligation in each credit default swap. Such valuations require considerable judgment and are subject to
significant uncertainty.

The fair value of our credit default swaps is subject to fluctuations arising from, among other factors, changes in
credit spreads, the financial ratings of referenced asset-backed securities, actual credit events reducing subordination,
credit correlation within a portfolio, anticipated recovery rates related to potential defaults and changes in interest
rates. Short term fluctuations in the fair value of our future obligations may have little correlation to the ultimate
profitability of this business. The ultimarte profitability of this business depends on actual credit events over the lives of
the contracts. While we have not had to make any payment under any of the contracts, we cannot be certain that there
will never be any payment obligation under the credit default swap portfolio. The market risks associated with our
obligations under portfolio credit default swaps are discussed under “Market Risk of Financial Instruments — Credit
Derivatives.”
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Revenues from the non-insurance business of CES, principally consisting of the change in fair value of derivative
contracts, were $27 million in 2001 and $12 million in 2000. Revenues were negative $52 million in 2002 due to the
adverse impact of changes in fair value during the year. This business produced a loss before taxes of $70 million in
2002 compared with income of $9 million in 2001 and $3 million in 2000.

The substantial loss in 2002 was due to an adverse movement in the mark-to-market adjustment, which resulted
in an increase in the fair value of our obligations related to the portfolio credit default swaps. The primary factors
contributing to the increase in the fair value of our obligations were downgrades in the financial ratings of certain
referenced asset-backed securities, a widening of market credit spreads, and, for one credit default swap, erosion in the
risk layers that are subordinate to the CFS risk layer due to actual losses in those subordinate layers.

At December 31, 2002, CFS’s aggregate exposure, or retained risk, referred to as notional amounts, from its in-
force portfolio credit default swaps was approximately $38.7 billion. The notional amounts are used to express the
extent of involvement in swap transactions. These amounts are used to calculate the exchange of contractual cash flows
and are not necessarily representative of the potential for gain or loss. The notional amounts are not recorded on the
balance sheet.

Our realistic loss exposure is a very small portion of the $38.7 billion notional amount due to several factors. Our
position is senior to subordinated interests of $6.4 billion in the aggregate. Of the $6.4 billion of subordination, there
were only $97 million of defaults through December 31, 2002, none of which has pierced the subordination limits of
any of our contracts. In addition, the underlying credits are primarily investment grade corporate credits and highly
rated asset-backed securities.

In addition to portfolic credit default swaps, CFS has entered into a derivative contract linked to an equity market
index and a few other insignificant non-insurance transactions.

The notional amount and fair value of our future obligations by type of risk were as follows:
December 31

Notional Amount Fair Value
2002 2001 2002 2001

(in billions) (in millions)

Credit default swaps

COrporate SECUTITIES + . . v v vt e et oo et e e e e e $21.2 $4.5 $88 %14
Asset-backed securities ... ... 15.5 7.4 103 26
Loan portfolios .. ... oo 2.0 2.4 4 8
38.7 14.3 195 48
Other ... 4 1 9 2

$39.1 $14.4  $204 $50

The insurance and reinsurance solutions that CFS develops to meet the risk management needs of its customers
are written by our property and casualty subsidiaries. Results from this business are included within our insurance
results. A property and casualty subsidiary issued a reinsurance contract to an insurer who provides financial guarantees
on asset-backed transactions. At December 31, 2002, the amount of aggregate principal commitments related to this
contract was approximately $350 million, net of reinsurance. These commitments expire by 2023.

In February 2003, we announced that we are reviewing our strategic alternatives with respect to CFS. Although
the risk financing business continues to have attractive growth characteristics and recent market movements have
resulted in a favorable pricing environment for writing high quality credit default swaps, several recent developments
have led us to examine our continuing commitment to this business. Most significantly, in order to take advantage of
very attractive market conditions in the property and casualty insurance business, we will need to commit increasing
amounts of capital to this business, which could limit the capital resources available to support CFS’s risk financing
business. Also, our corporate debt rating has been downgraded to A+, which could limit our opportunities to participate
competitively in the AAA credit default swap layer. Finally, as we saw in 2002, CFS’s business increases the volatility
of our earnings due to mark-to-market accounting requirements.
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CORPORATE AND OTHER

Corporate and other includes investment income earned on corporate invested assets, interest expense and other
expenses not allocated to the operating subsidiaries, and the results of our real estate and other non-insurance
subsidiaries. Corporate and other produced a loss before taxes of $74 million in 2002 compared with losses of $23
million and $7 million in 2001 and 2000, respectively. The substantially higher loss in 2002 was due to higher interest
expense and lower investment income. The higher interest expense in 2002 was due to the issuance of $600 million of
debt in the fourth quarter of 2001. The lower investment income in 2002 was due to the decrease in corporate invested
assets resulting from the capital contribution to the property and casualty subsidiaries in the fourth quarter of 2001. In
2000, corporate and other included income of $10 million from a noncompete payment related to the sale of the
Corporation’s 50% interest in Associated Aviation Underwriters, Inc. (AAU).

Real Estate

Real estate operations resulted in a loss before taxes of $6 million in 2002 compared with a loss of $4 million in
both 2001 and 2000. These amounts are included in the corporate and other results. In each year, we sold selecred
commercial properties as well as residential properties. Real estate revenues were $76 million in 2002, $87 million in

2001 and $75 million in 2000.

We own approximately $300 million of land which we expect will be developed in the future. In addition, we own
approximately $180 million of commercial properties and land parcels under lease. We are continuing to explore the
sale of certain of our remaining properties.

Loans receivable, which amounted to $86 million at December 31, 2002, are primarily purchase money mortgages.
Such loans, which were issued in connection with our joint venture activities and other property sales, are generally
collateralized by buildings and, in some cases, land. We continually evaluate the ultimate collectibility of such loans
and establish appropriate reserves.

The recoverability of the carrying value of our real estate assets is assessed based on our ability to fully recover costs
through a future revenue stream. The assumptions used reflect future improvement in demand for office space, an
increase in rental rates and the ability and intent to obtain financing in order to hold and develop such remaining
properties and protect our interests over the long term. Management believes that it has made adequate provisions for
impairment of real estate assets. However, if the assets are not sold or developed or if leased properties do not perform
as presently contemplated, it is possible that additional impairment losses may be recognized that would have a material
adverse effect on the Corporation’s results of operations.

REALIZED INVESTMENT GAINS AND LOSSES

Net realized investment gains were as follows:
Years Ended December 31
2002 2001 2000
(in millions)

EQUIty SECUTTTIES © . v ottt et et et e e $18 $2 $ (D
Fixed maturities . ... .. ..ot 16 (1) 8
Sale of AAU Lo e — _— 45
Realized investment gains before tax . ........... ... ... $34  $1  $52
Realized investment gains after tax ............. ... . . e @ ﬁ E

Decisions to sell securities are governed principally by considerations of investment opportunities and tax
consequences. As a result, realized investment gains and losses on the sale of investments may vary significantly from
year to year. A primary reason for the sale of fixed maturities in each of the last three years has been to improve our
after-tax portfolio return without sacrificing quality where market opportunities have existed to do so.
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We regularly review the value of our invested assets for other than temporary impairment. In evaluating whether
a decline in value is other than temporary, we consider various factors including the length of time and the extent to
which the fair value has been less than the cost, the financial condition and near term prospects of the issuer, whether
the debtor is current on contractually obligated interest and principal payments, and our intent and ability to hold the
investment for a period of time sufficient to allow us to recover our cost. If a decline in the fair value of an individual
security is deemed ro be other than temporary, the difference between cost and estimated fair value is charged to income
as a realized investment loss.

In 2002, net realized gains on the sale of equities of $85 million were partially offset by writedowns of $67 million
due to the recognition of other than temporary impairment on certain securities. Net realized gains on the sale of fixed
maturities of $62 million were reduced by other than temporary impairment writedowns of $46 million. In 2001,
realized gains on sales of equity securities and fixed maturities of $46 million and $34 million, respectively, were
substantially offset by other than temporary impairment writedowns on certain securities. The increase in writedowns
in 2002 and 2001 was due to credit deterioration and corporate failures, particularly in the telecommunications and, to
a lesser extent, energy-related industries.

INCOME TAXES

We establish deferred income taxes on the undistributed earnings of foreign subsidiaries. Similarly, we establish
deferred tax assets relared to the expected future U.S. tax benefit of losses and foreign taxes incurred by our foreign
subsidiaries. In the last three years, Chubb Insurance Company of Europe (Chubb Europe) has incurred substantial
losses. These losses were the result of underwriting losses due to inadequate prices and adverse claim trends, particularly
for directors and officers liability and errors and omissions liability coverages.

At December 31, 2002 and 2001, we recorded a deferred income tax asset of $140 million and $90 million,
respectively, related to the expected future U.S. tax benefit of the losses and foreign taxes incurred by Chubb Europe.
To evaluate the realization of these deferred tax assets, management must consider whether it is more likely than not
that Chubb Europe will generate sufficient taxable income to realize the future tax benefit of the deferred tax assets.
Management’s judgment is based on its assessment of business plans and related projections of future taxable income
that reflect assumptions about increased premium volume, higher rates and improved policy terms as well as available
tax planning strategies.

Results in Chubb Europe in 2002 were less favorable than we anticipated due to the deteriorating claim trends.
While the tax loss carryforwards and foreign tax credits have no expiration and we expect to generate sufficient taxable
income to realize these benefits in the future, we are required under generally accepted accounting principles to
consider a relatively near term horizon when we evaluate the likelihood of realizing future tax benefits. During the
fourth quarter of 2002, we established a valuation allowance of $40 million for the portion of these assets that we
cannot recognize for accounting purposes due to this limitation. If our estimates of future taxable income in Chubb
Europe were revised upward or downward, we would need to adjust the valuation allowance accordingly. The effect on
the Corporation’s results of operations could be significant.

INVESTED ASSETS

The main objectives in managing our investment portfolios are to maximize after-tax investment income and total
investment returns while minimizing credit risks in order to provide maximum support to the insurance underwriting
operations. Investment strategies are developed based on many factors including underwriting results and our resulting
tax position, regulatory requirements, fluctuations in interest rates and consideration of other market risks. Investment
decisions are centrally managed by investment professicnals based on guidelines established by management and
approved by the boards of directors.

Our investment portfolio is primarily comprised of high quality bonds, principally tax-exempt, U.S. Treasury,
government agency, mortgage-backed securities and corporate issues. In addition, the portfolio includes equity
securities held primarily with the objective of capital appreciation.

In 2002, we invested new cash in mortgage-backed securities and, to a lesser extent, U.S. Treasury securities. In
2001, we invested new cash primarily in corporate bonds. In 2000, we invested new cash primarily in mortgage-backed
securities. In each year, we tried to achieve the appropriate mix of taxable and tax-exempt securities in our portfolio to
balance both investment and tax strategies. At December 31, 2002, 53% of our fixed maturity portfolio was invested
in tax-exempt bonds compared with 59% at December 31, 2001 and 63% at December 31, 2000.
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Fixed maturity securities which we have the ability and intent to hold to maturity are classified as held-to-maturity.
The remaining fixed maturities, which may be sold prior to maturity to support our investment strategies, such as in
response to changes in interest rates and the yield curve or to maximize after-tax returns, are classified as available-for-
sale. Fixed maturities classified as held-to-maturity are carried at amortized cost while fixed maturities classified as
available-for-sale are carried at market value. At December 31, 2002, 5% of the fixed maturity portfolio was classified
as held-to-maturity compared with 8% at December 31, 2001 and 10% at December 31, 2000.

Changes in the general interest rate environment affect the returns available on new fixed maturity investments.
While a rising interest rate environment enhances the returns available, it reduces the market value of existing fixed
maturity investments and thus the availability of gains on disposition. A decline in interest rates reduces the returns
available on new investments but increases the market value of existing investments, creating the opportunity for
realized investment gains on disposition.

In 2002, interest rates declined to their lowest levels in many years while equity returns were negative for the
second consecutive year. These trends may continue into 2003, reducing the returns available on the investment of

funds.

The unrealized appreciation of investments carried at market value, which includes fixed maturities classified as
available-for-sale and equity securities, was $901 million, $389 million and $339 million at December 31, 2002, 2001
and 2000, respectively. Such unrealized appreciation is reflected in a separate component of other comprehensive
income, net of applicable deferred income tax.

The unrealized market appreciation before tax of those fixed maturities carried at amortized cost was $56 million,
$64 million and $69 million at December 31, 2002, 2001 and 2000, respectively. Such unrealized appreciation was not
reflected in the consolidated financial statements.

Changes in unrealized market appreciation or depreciation of fixed maturities were due primarily to fluctuations
in interest rates.

MARKET RISK OF FINANCIAL INSTRUMENTS

Marker risk represents the potential for loss due to adverse changes in the fair value of financial instruments. Our
primary exposure to market risks relates to our investment portfolio, which exposes us to risks related to interest rates
and, to a lesser extent, credit quality, prepayment, foreign currency exchange rates and equity prices. We also have
exposure to market risks through our credit derivatives business and our debt obligations. Analytical tools and
monitoring systems are in place to assess each of these elements of market risk.

Investments

Interest rate risk is the price sensitivity of a security that promises a fixed return to changes in interest rates.
Changes in market interest rates directly affect the market value of our fixed income securities. We view the potential
changes in price of our fixed income investments within the overall context of asset and liability management. Our
actuaries estimate the payout pattern of our liabilities, primarily our property and casualty loss reserves, to determine
their duration, which is the present value of the weighted average payments expressed in years. We set duration targets
for our fixed income investment portfolios after consideration of the duration of these liabilities and other factors,
which we believe mitigates the overall effect of interest rate risk for the Corporation and its subsidiaries.
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The following table provides information about our fixed maturity investments, which are sensitive to changes in
interest rates. The table presents cash flows of principal amounts and related weighted average interest rates by
expected maturity dates at December 31, 2002 and 2001. The cash flows are based on the earlier of the call date or the
maturity date or, for mortgage-backed securities, expected payment patterns. Actual cash flows could differ from the
expected amounts.

At December 31, 2002

Total
Estimated
There- Amortized Market
‘ 2003 2004 2005 2006 2007 after Cost Value
(in millions)
5 Tax-exempt ... oovvvvnn... $ 510 % 658 31376 $ 693 % 730 $5,277  $9,244 $9934
! Average interest rate ... ... 5.8% 5.8% 56%  5.6% 55%  51% — —
Taxable — other than mortgage-
backed securities ......... 452 759 617 519 534 2,513 5,394 5,610
Average interest rate .. .. .. 4.8% 4.8% 5.9% 5.9% 5.8% 5.6% — —
Mortgage-backed securities . . . 500 396 235 225 217 1,146 2,719 2,715
Average interest rate .. .. .. 5.7% 5.2% 5.6% 5.8% 5.7% 6.2% — —
Total . ... $1,462 $1,813 $2,228 $1,437 $1,481 $8936 317357 $18319
At December 31, 2001
Total
Estimated
There- Amortized Market
2002 2003 2004 2005 2006 after Cost Value
(in millions)
Tax-exempt . .. ..oovvvnen... $ 753 $ 528 $ 826 $1,308 % 737 $5,120 $9.272  $9,656
Average interest rate . ... .. 6.2% 5.9% 5.8% 56%  5.5% 5.3% — —
Taxable — other than mortgage-
backed securities ......... 295 353 407 550 459 2,233 4,297 4,395
Average interest rate . ... .. 6.5% 6.2% 6.5% 6.4% 6.4% 6.2% — —
Mortgage-backed securities . . . 310 337 226 142 126 971 2,112 2,130
Average interest rate ... ... 7.1% 6.8% 6.4% 6.4% 6.5% 7.0% — —
Total ... .. $1,358  $1,218 $1,459 $2,000 $1,322 $8324  $15,681 $16,181

We have consistently invested in high quality marketable securities. As a result, we believe that we have minimal
credit quality risk. Approximately 65% of taxable bonds in our portfolio are issued by the U.S. Treasury or U.S.
government agencies or rated AA or better by Moody’s or Standard & Poor’s. Of the tax-exempt bonds, more than 90%
are rated AA or better with more than 60% rated AAA. Approximately 3% of our bond portfolio is below investment
grade. Our taxable bonds have an average maturity of five years, while our tax-exempt bonds mature on average in eight
years.

Prepayment risk refers to the changes in prepayment patterns related to decreases and increases in interest rates
that can either shorten or lengthen the expected timing of the principal repayments and thus the average life and the
effective yield of a security. Such risk exists primarily within our portfolio of mortgage-backed securities. We monitor
such risk regularly and invest primarily in those classes of mortgage-backed securities that are less subject to prepayment

risk.

Mortgage-backed securities comprised 34% and 33% of our taxable bond portfolio at year-end 2002 and 2001,
respectively. About 50% of our mortgage-backed securities holdings at December 31, 2002 related to residential
mortgages consisting of government agency pass-through securities, government agency collateralized mortgage
obligations (CMQOs) and AAA rated non-agency CMOs backed by government agency collateral or single family home
mortgages. The majority of the CMOs are actively traded in liquid markets and market value information is readily
available from broker/dealers. An additional 27% of our mortgage-backed securities were call protected AAA rated
commercial securities. The remaining mortgage-backed holdings were all in investment grade commercial mortgage-
backed securities.
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Foreign currency risk is the sensitivity to foreign exchange rate fluctuations of the market value and investment
income related to foreign currency denominated financial instruments. The functional currency of our foreign
operations is generally the currency of the local operating environment since business is primarily transacted in such
local currency. We reduce the risks relating to currency fluctuations by maintaining investments in those foreign
currencies in which our property and casualty subsidiaries have loss reserves and other liabilities. Such investments
have characteristics similar to our liabilities in those currencies. At December 31, 2002, the property and casualty
subsidiaries held non-U.S. investments of $2.4 billion supporting their international operations. These investments
have quality and maturity characteristics similar to our domestic portfolio. The principal currencies creating foreign
exchange rate risk for the property and casualty subsidiaries are the euro, the British pound sterling and the Canadian
dollar. The following table provides information about those fixed maturity investments that are denominated in these
currencies. The table presents cash flows of principal amounts in U.S. dollar equivalents by expected marurity dates at
December 31, 2002 and 2001. Actual cash flows could differ from the expected amounts.

At December 31, 2002

Total
Estimated
There- Amortized Market
2003 2004 2005 2006 2007 after Cost Value
(in millions)
Euro ....... .. ... ... ... $11 $100 $55 $53 $96 $300 $615 $643
British pound sterling ... ... 8 55 118 51 62 249 543 560
Canadiandollar .......... 10 35 60 61 75 249 490 520
At December 31, 2001
Total
Estimated
There- Amortized Market
2002 2003 2004 2005 2006 after Cost Value
(in millions)
Euro ...... ... .. ... .. .. $7 $20 $40 $20 $40 $284 $411 $417
British pound sterling . .. ... 1 9 21 54 38 176 299 302
Canadiandollar .......... 24 21 48 49 53 203 398 415

Equity price risk is the porential loss arising from decreases in the value of equity securities. In general, equities
have more year-to-year price variability than intermediate term high grade bonds. However, returns over longer time
frames have been consistently higher. Our publicly traded equity securities are high quality, diversified across industries
and readily marketable. Qur portfolio also includes alternative investments, primarily investment partnerships. These
investments by their nature are less liquid than other investments. We actively manage our risk by allocating a
comparatively small amount of funds to alternative investments, perform extensive research prior to investing in a new
investment and monitor the performance of the entities in which we have invested. A hypothetical decrease of 10%
in the market price of each of the equity securities held at December 31, 2002 and 2001 would have resulted in a
decrease of $99 million and $71 million, respectively, in the fair value of the equity securities portfolio.

All of the above risks are monitored on an ongoing basis. A combination of in-house systems and proprietary
models and externally licensed software are used to analyze individual securities as well as each portfolio. These tools
provide the portfolio managers with information to assist them in the evaluation of the market risks of the portfolio.

Credit Derivatives

The Corporation, through CFS’s business, assumes exposure to credit risk through portfolio credit default swaps.
In a typical portfolio credit default swap, the occurrence of certain defined credit events related to referenced entities
within a specified portfolio will result in a deterioration of the subordination. When losses related to cumulative credit
events exceed the subordination, the contract requires CFS to make payment to its counterparty. These obligations are
guaranteed by the Corporation.
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Valuation models are used to estimate the fair value of our obligarion in each credit default swap. Within these
models, credit spreads are a critical input used to estimate the probability of the occurrence of credit events. The fair
value of a portfolio credit default swap is also a function of the financial ratings of referenced asset-backed securities,
actual credit events reducing subordination, credit correlation within a portfolio, anticipated recovery rates related to
potential defaults and changes in interest rates.

Qur in-force portfolio credit default swaps mature within a range of two to nine years. However, certain credit
default swaps on asset-backed portfolios include extension options under which the counterparty may continue to
participate in the swap through the maturity of all referenced securities within the portfolic. In the event that an
extension option is exercised by the counterparty, CES would be entitled to additional periodic fee payments. At
December 31, 2002, the average expected remaining weighted average life of the business was approximately 4.6 years.

The following table provides information about our portfolio credit default swaps by maturity, including the fair
value of future obligations:

At December 31, 2002

There-
2003 2004 2005 2006 2007 after Total
Notional exposure (in billions) ................. $— $25 $29 %47 $240 %46 $38.7
Remaining subordination (in billions) ............ — 2 2 i 4.7 .6 6.4
Actual defaults (in millions) ................... — — 77 20 — — 97
Fair value of future obligations (in millions) ....... — 3 26 14 96 56 195
At December 31, 2001
There-
&02 2003 2004 2005 2006 after Total
Notional exposure (in billions) ................. $— $— $25 $33  $36  $49 $143
Remaining subordination (in billions) .. .......... — — 2 2 5 3 1.2
Actual defaules (in millions) ................... — — — 31 — — 31
Fair value of future obligations (in millions) ....... — — 3 14 8 23 48

Debt

We also have interest rate risk on our debt obligations. The following table provides information about our long
term debt obligations and related interest rate swap at December 31, 2002. For debt obligations, the table presents
expected cash flow of principal amounts and related weighted average interest rates by maturity date. For the interest
rate swap, the table presents the notional amount and related average interest rates by maturity date.

At December 31, 2002

Estimated
There- Market
2003 2004 2005 2006 2007 after Total Value
(in millions)
Long-term debt
Expected cash flows of principal
AMOUNES + . v ve e e eee e $101 $— 8301 $— 3676 3865 $1,943  $2,000
Average interest rate . .......... 6.9% — 6.2% — 44% 6.8%
Interest rate swap asset
Notional amount .............. $ — $— $— S$— $ — $125 $ 125 $ 16
Variable payrate .............. 3.4%(a)
Fixed receiverate .. ............ 8.7%

(a) 3 month LIBOR rate plus 204 basis points
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CAPITAL RESOURCES AND LIQUIDITY

Capital resources and liquidity represent the overall financial strength of the Corporation and its ability to
generate cash flows from its operating subsidiaries and to borrow funds at competitive rates and raise new capital to
meet operating and growth needs.

Capital Resources

In November 2002, the Corporation issued $600 million of unsecured 4% senior notes due in 2007 and 24 million
mandatorily exercisable warrants to purchase the Corporation’s common stock. The senior notes and warrants were
issued together in the form of 7% equity units, each of which initially represents $25 principal amount of senior notes
and one warrant. The net proceeds of $582 million were contributed to our property and casualty subsidiaries. Each
warrant obligates the investor to purchase for $25 a variable number of shares of the Corporation’s common stock on
November 16, 2005. The number of shares to be purchased will be determined based on a formula that considers the
market price of our common stock immediately prior to the rime of settlement in relation to the $56.64 per share sale
price of our common stock at the time the equity units were offered. Upon settlement of the warrants, the Corporation
will receive proceeds of approximately $600 million and will issue between approximately 8,700,000 and 10,600,000
shares of common stock. The equity units are further described in Notes 10(b) and 21(c) of the Notes to Consolidated
Financial Statements.

The Corporation also has outstanding $300 million of unsecured 6.15% notes due in 2005, $400 million of
unsecured 6% notes due in 2011, $100 million of unsecured 6.60% debentures due in 2018 and $200 million of
unsecured 6.8% debentures due in 2031. Chubb Capital Corporation, a wholly owned subsidiary, had outstanding $100
million of unsecured 6%% notes due in 2003, which were paid in February when due.

Chubb Executive Risk Inc., a wholly owned subsidiary of the Corporation, has outstanding $75 million of
unsecured 7%% notes due in 2007. Executive Risk Capital Trust, wholly owned by Chubb Executive Risk, has
outstanding $125 million of 8.675% capital securities. The sole assets of the Trust are debentures issued by Chubb
Executive Risk. The capital securities are subject to mandatory redemption in 2027 upon repayment of the debentures.
The capital securities are also subject to mandatory redemption under certain circumstances beginning in 2007. The
Corporation has guaranteed the unsecured notes and the capital securities.

Management continuously monitors the amount of capital resources that the Corporation maintains both for itself
and its operating subsidiaries. In connection with our long-term capital strategy, the Corporation from time to time
contributes capital to its property and casualty subsidiaries. In addition, in order to satisfy its capital needs as a result
of any rating agency capital adequacy or other future rating issues, or in the event the Corporation were to need
additional capital to make strategic investments in light of market opportunities, the Corporation may take a variety
of actions, which could include the issuance of debt and/or equity securities.

In July 1998, the Board of Directors authorized the repurchase of up to 12,500,000 shares of the Corporation’s
common stock. In June 2001, the Board of Directors authorized the repurchase of up to an additional 16,000,000 shares.
The 1998 authorization has no expirarion while the 2001 authorization will expire on June 30, 2003. As of December
31, 2002, 3,287,100 shares remained under the 1998 share repurchase authorization and 8,866,300 shares remained
under the 2001 authorization. In the aggregate, the Corporation repurchased 1,500,000 shares in open-market
transactions in 2002 at a cost of $99 million, 7,971,600 shares in 2001 at a cost of $556 million and 3,783,400 shares
in 2000 at a cost of $242 million. We do not anticipate that we will repurchase any shares of our common stock in

2003.
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Ratings

The Corporation and its insurance subsidiaries are rated by major rating agencies. These ratings reflect the rating
agency’s opinion of our financial strength, operating performance, capital resources, strategic position and ability to
meet our obligations to policyholders. Several of the rating agencies lowered certain of our ratings in the fourth quarter

of 2002.

The following table summarizes the Corporation’s credit ratings from the major independent rating organizations

as of March 10, 2003.

AM. Best Standard & Poor’s  Moody’s  Fitch
Senior unsecured debt rating ... ... . .. . L. aa— A+ Al A+
} Preferred stock rating .......... ... ... ... .. ... a+ A- (P)A3
Commercial paper . . ........ ..o i AMB-1+ A-l P-1 F-1
Counterparty credit rating . ... ................ A+

The following table summarizes our property and casualty subsidiaries’ financial strength ratings from the major
independent rating organizations as of March 10, 2003.

AM. Best Standard & Poor’s Moody’s Fitch

Financial strength . ....... ... .. .. .. ... ... . ... A++ AA+ Aal AA

Ratings are an important factor in establishing our competitive position in our operating businesses. There can be
no assurance that our ratings will continue for any given period of time or that they will not be changed. Further
reductions in our ratings could adversely affect the competitive position of our operating businesses.

Following the announcement of our fourth quarter 2002 earnings, including our reported actions taken to
strengthen our asbestos reserves and our reserves for directors and officers liability and errors and omissions liability
coverages in Europe, Standard & Poor’s Ratings Services (S&P) placed certain of our ratings on “CreditWatch” with
negative implications. S&P is currently conducting a review and has announced that it expects the ratings on our
operating companies to remain in the “AA” category and the ratings on the Corporation to remain in the “A” category.

[t is possible that negative ratings actions may occur. If our ratings are downgraded, the Corporation may incur
higher borrowing costs and may have more limited means to access capital. In addition, the competitive position of
CFS’s non-insurance operations, which is dependent on the strength of the Corporation’s parental guarantee, could be
adversely affected and, as described below under “Liquidity,” we may be required to provide collateral under certain of
CFS’s credit default swap arrangements.

Liquidity

Liquidity is a measure of our ability to generate sufficient cash flows to meet the short and long term cash
requirements of our business operations.

In our property and casualty subsidiaries, premiums are generally received months or even years before losses are
paid under the policies purchased by such premiums. These funds are used first to make current claim and expense
payments. The balance is invested to augment the investment income generated by the existing portfolio. Historically,
cash receipts from operations, consisting of insurance premiums and investment income, have provided more than
sufficient funds to pay losses, operating expenses and dividends to the Corporation.

New cash from operations available for investment by the property and casualty subsidiaries was approximately
$1,930 million in 2002 compared with $570 million in 2001 and $560 million in 2000. The increase in new cash in
2002 was due to the significant growth in premium receipts while paid losses were similar in 2002 and 2001. New cash
available in 2001 and 2000 was similar as substantial growth in premiums in 2001 was offset by an increase in paid
losses.

In addition to the cash from operations, the property and casualty subsidiaries received capital contributions from
the Corporation of $1 killion in the fourth quarter of 2002 and $750 million in the fourth quarter of 2001. In 2001,
$250 million was used by a property and casualty subsidiary to fund the purchase of a 19% interest in Allied World
Assurance Holdings, Ltd, a newly formed Bermuda-based insurer. In 2002, the interest in Allied World Assurance
Holdings was transferred as a dividend from the property and casualty subsidiary to the Corporation.
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Qur property and casualty subsidiaries maintain investments in highly liquid, short-term and other marketable
securities to provide for immediate cash needs.

CFS’s derivatives business subjects the Corporation, through its parental guarantee, to liquidity risk related to the
uncertain timing of any potential cash payments to counterparties as well as contractual collateral postings upon a
ratings downgrade of the Corporation and/or an increase in the fair value of obligations to a particular counterparty. If
the Corporation were downgraded two notches to “A~" and the fair value of CFS’s future obligations were to remain
unchanged relative to the year end 2002 carried amount, we would be required to post collateral of approximately $20
million.

The Corporation’s liquidity requirements in the past have been met by dividends from its property and casualty
subsidiaries and the issuance of commercial paper and debt and equity securities. Liquidity requirements in the future
will be met by these sources of funds as well as borrowings from our credit facilities.

The declaration and payment of future dividends to the Corporation’s shareholders will be at the discretion of the
Corporation’s board of directors and will depend upon many factors, including our operating results, financial
condition, capital requirements and any regulatory constraints.

As a holding company, the Corporation’s ability to continue to pay dividends to shareholders and to satisfy its
obligations, including the payment of interest and principal on debt obligations, relies on the availability of liquid assets
in the Corporation, which is dependent in large patrt on the dividend paying ability of its property and casualty
subsidiaries. Various state insurance laws restrict the Corporation’s property and casualty subsidiaries as to the amount
of dividends they may pay to the Corporation without the prior approval of regulatory authorities. The restrictions are
generally based on net income and on certain levels of policyholders’ surplus as determined in accordance with
statutory accounting practices. Dividends in excess of such thresholds are considered “extraordinary” and require prior
regulatory approval. During 2002, these subsidiaries paid cash dividends to the Corporation totaling $240 million. The
maximum dividend distribution that may be made by the property and casualty subsidiaries to the Corporation during
2003 without prior approval is approximately $445 million.

We believe that our strong financial position and conservative debt level provide us with the flexibility and
capacity to obtain funds externally through debt or equity financings on both a short term and long term basis.
However, should our ratings be downgraded and should there be a prolonged disruption of the capital markets caused
by war or terrorism, our ability to access the markets to satisfy our liquidity requirements could be adversely affected.

The Corporation has lines of credit with a group of banks pursuant to two agreements entered into in June 2002
that provide for unsecured borrowings of up to $500 million in the aggregate. The $250 million short term revolving
credit facility terminates on June 27, 2003 and may be renewed or replaced. The $250 million medium term revolving
credit facility terminates on June 28, 2007. On the respective termination dates for these agreements, any loans then
ourstanding become payable. There have been no borrowings under these agreements. Various interest rate options are
available to the Corporation, all of which are based on market interest rates. The facilities replaced, on substantially
the same terms, $500 million of revolving credit facilities that were to expire in July 2002. The facilities are available
for general corporate purposes and to support our commercial paper borrowing arrangement.

CHANGES IN ACCOUNTING PRINCIPLES

Effective January 1, 2002, the Corporation adopted Statement of Financial Accounting Standards (SFAS) No.
142, Goodwill and Other Intangible Assets. SFAS No. 142 may not be applied retroactively to financial statements of
prior periods. Under SFAS No. 142, goodwill is no longer amortized. Goodwill amortization was approximately $20
million in both 2001 and 2000. The adoption of SFAS No. 142 is discussed further in Note (2)(a) of the Notes to

Consolidated Financial Statements.

Beginning January 1, 2003, the Corporation intends to adopt the fair value method of accounting for stock-based
employee compensation plans, which is the method of accounting defined in SFAS No. 123, Accounting for Stock-
Based Compensation. Under the fair value method of accounting, compensation cost is measured based on the fair
value of the award at the grant date and recognized over the service period. Prior period financial statements will not
be restated. The adoption of the fair value method of accounting for stock-based employee compensation plans is
expected to result in a decrease in net income in 2003 of approximately $55 million. The adoption of the fair value
method of accounting for stock-based employee compensation plans is discussed further in Note (1)(n) of the Notes to
Consolidated Financial Statements.
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TEN YEAR FINANCIAL SUMMARY

(in millions except for per share amounts)

FOR THE YEAR 2002

Income
Property and Casualty Insurance
Underwriting Income (LOsS) ...ttt $(
Investment Income. . ... . i e
Other Charges .. ..o e e e
Property and Casualty Insurance Income (Loss)....................
Chubb Financial Solutions Non-Insurance Business .. ...............
Corporate and Other. ... .. ... .. .

Operating Income {Loss) from Continuing Operations
Before Income Tax .......... .. .. .

Federal and Foreign Income Tax (Credit) .........................
Operating Income from Continuing Operations (1)..............
Realized Investment Gains After Tax from Continuing Operations . . . .
Income from Continuing Operations .. ..........................
Income from Discontinued Operations (2} ...........covvieeiinn..

Net Income ...... . ... .. .
Property and Casualty Investment Income After Income Tax.........

Dividends Declared on Common Stock ... ... ... ... ... ... .......

Net Change in Unrealized Appreciation or
Depreciation of Investments, Net of Tax (3) ......................

Per Share
Operating Income from Continuing Operations (1) ................
Income from Continuing Operations ............ovieeriinren ...
Income from Discontinued Operations (2) ................covn....

Net Income . ... ..

Average Common and Potentially Dilutive Shares ....................

172.9

2001

$(903.5) (b)
902.6
(52.3) (b)
(53.2)

9.2
(22.8)

(66.8)
(177.8)
111.0

111.5

111.5
749.1

234.8

325

63 (b)
63

.63
1.36

175.8

2000

$ (23.6)
879.2
(52.2)
803.4

28
(6.7)

799.5
118.4
681.1

335
714.6

714.6
735.2

230.6

332.9

3.82
4.01

4.01
1.32
178.3

(1) Operating income, a non-GAAP financial measure, is net income excluding after-tax realized investment gains and losses. Operating

income should only be analyzed in conjunction with, and not in lieu of, net income.

(2) In May 1997, the Corporation sold its life and health insurance operations, which have been classified as discontinued operations.

(3) The 1993 amounts do not reflect the accounting changes prescribed by Statement of Financial Accounting Standards No. 115,
Accounting for Certain Investments in Debt and Equity Securities, as restatement of amounts prior to the year of adoption was not
permitted. The change in unrealized appreciation or depreciation of investments for 1994 excludes a $220.5 million increase in
unrealized appreciation, as of January 1, 1994, resulting from the change in accounting principle.
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$

(178.8) $ (6.6) $ 141.1 $ 543 $ 111.7 $ 4 $(528.9) (c)
821.0 748.9 7112 646.1 603.0 560.5 533.7
(16.0) (57.4) (d) (24.1) (24.0) (17.5) (8.7) (6.2)
626.2 684.9 828.2 676.4 697.2 552.2 (1.4)
(3.5) 22.9 40.7 (209.3) (e) 31.0 5.0 245
622.7 707.8 868.9 467.1 728.2 557.2 23.1
574 93.0 167.8 32.9 144.5 84.4 (107.0)
565.3 614.8 701.1 434.2 583.7 4728 130.1
55.8 92.2 68.4 52.0 70.7 35.1 137.3
621.1 707.0 769.5 486.2 654.4 507.9 267.4
— — — 265 422 206 76.8
621.1 707.0 769.5 512.7 696.6 528.5 3242 (f)
691.9 634.1 592.3 544.2 507.2 475.0 455.4
216.5 204.7 198.3 188.7 170.6 161.1 150.8
(527.3) 14.6 161.4 (107.2) 470.2 (487.9) 465
3.33 3.65 (d) 4.00 244 (e) 327 2.66 7 (o)
3.66 4.19 4.39 2.73 3.67 2.85 1.52
— — — 15 23 11 42
3.66 4.19 4.39 2.88 3.90 2.96 1.83 (f)
1.28 1.24 1.16 1.08 98 92 86
169.8 168.6 176.2 181.6 180.9 181.6 182.2

Underwriting income has been reduced by aggregate net losses of $700.0 million ($455.0 million after-tax or $2.63 per share)
recognized in the third and fourth quarters related to asbestos and toxic waste claims. Underwriting income has been increased by a
reduction in net surety bond losses of $88.0 million ($57.2 million after-tax or $0.33 per share) resulting from the settlement of
litigation related to Enron Corp.

Underwriting income has been reduced by net costs of $635.0 million and other charges includes costs of $10.0 million (in the
aggregate, $420.0 million after-tax or $2.39 per share) related to the September 11 attack. Underwriting income also has been reduced
by net surety bond losses of $220.0 million ($143.0 million after-tax or $0.81 per share) related to the bankruptcy of Enron Corp.

Underwriting income has been reduced by $550.0 million ($357.5 million after-tax or $1.96 per share) for the net effect of a $675.0
million increase in unpaid claims related to an agreement for the settlement of asbestos-related litigation and a $125.0 millien return
premium related to the commutation of a medical malpractice reinsurance agreement.

Property and casualty insurance other charges includes a restructuring charge of $40.0 million ($26.0 million after-tax or $0.15 per share).

Other income has been reduced by a charge of $255.0 million ($160.0 million after-tax or $0.89 per share) for the writedown of the
carrying value of certain real estate assets to their estimated fair value.

Net income has been reduced by a one-time charge of $20.0 million or $0.11 per share for the cumulative effect of changes in accounting

rinciples resulting from the Corporation'’s adoption of Statements of Financial Accounting Standards No. 106, Employers’ Accounting
Eor Postretirement Benefits Other Than Pensions, and No. 109, Accounting for Income Taxes. Income before the cumulative effect of
changes in accounting principles was $344.2 million or $1.94 per share.
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TEN YEAR FINANCIAL SUMMARY

(in millions except for per share amounts)

FOR THE YEAR 2002

Revenues

Property and Casualty Insurance

Premiums Earned .. ... ... . . $ 8,085.3
Investment Income . ... 952.2
Corporateand Other . ... ... ... i 68.9
Realized Investment Gains . ..., 339
Total Revenues . ... e 9,140.3

AT YEAR END
Total ASSEUS .. oottt 34,114.4

Invested Assets

Property and Casualty Insurance ............. ... iinnn.. 20,684 .4
COTPOTALE . . o\ ettt et e e 328.0
Unpaid Claims and Claim Expenses............................ 16,713.1
Long Term Debt..........cco i . 1,959.1
Total Shareholders’ Equity .................... ... iin... 6,859.2
Per Common Share ...... ... ... . . i 40.06
Per Common Share, with Available-for-Sale Fixed Maturities at
Amortized Cost(1) ... . .. 36.61
Actual Common Shares Outstanding. .. ........................ 171.2

The 1993 amounts do not reflect the accounting changes prescribed by Statement of Financial Accounting Standards No. 115, Accounting

2001

$ 6,656.4
914.7
182.1

.8
7,754.0

29,449.0

16,853.3
930.6
15,514.9
1,351.0
6,525.3
38.37

36.60

170.1

2000

$ 6,145.9
890.8
163.3

51.5
7,251.5

25,026.7

15,804.5
1,196.1
11,904.6
753.8
6,981.7
39.91

38.60

174.9

for Certain Investments in Debt and Equity Securities, as restatement of amounts prior to the year of adoption was not permitted.

(1) Shareholders’ equity includes, as part of accumulated other comprehensive income, the after-tax appreciation or depreciation on the
Corporation’s available-for-sale fixed maturities carried at market value. The appreciation or depreciation on available-for-sale fixed
maturities is subject to fluctuation due to changes in interest rates and therefore could distort the analysis of trends. Management
believes that shareholders’ equity per common share, with available-for-sale fixed maturities at amortized cost, a non-GAAP financial
measure, is an important measure of the underlying equity attributable to one share of common stock. This non-GAAP financial

measure should be analyzed in conjunction with, and not in lieu of, shareholders’ equity per common share.
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$ 5,652.0
832.6
157.6

87.4
6,729.6

13,537.0

14,869.9
1,149.5
11,434.7
759.2
6,271.8
35.74

36.58

175.5

$ 5,303.8
760.0
144.1
141.9

6,349.8

20,746.0

13,715.0
1,040.3
10,356.5
607.5
5,644.1
34.78

32.59

162.3

$ 5,157.4
7214
680.0
105.2

6,664.0

19,615.6

12,777.3
1,272.3
9,772.5

398.6
5,657.1
33.53

31.69

168.7

$ 4,569.3
656.2
375.2

79.8
5,680.5

19,938.9

11,190.7
890.4
9,523.7
1,070.5
5,462.9
31.24

30.27

174.9

$ 41472
6133
342.2
108.8

5,211.5

19,636.3

10,013.6
906.6
9,588.2
1,150.8
5,262.7
30.14

28.51

174.6

$ 3,776.3
570.5
254.3

54.1
4,655.2

17,761.0

8,938.8
879.5
89132
1,279.6
4,247.0
24.46

25.30

173.6

$ 3,504.8(a)
541.7
2133
210.6
4,470.4

16,729.5

8,403.1
965.7
8,235.4
1,267.2
4,196.1
23.92

23.92

175.4

(a) Premiums earned have been increased by a $125.0 million return premium to the Corporation’s property and casualty insurance
subsidiaries related to the commutation of a medical malpractice reinsurance agreement.




THE CHUuBB CORPORATION

CONSOLIDATED STATEMENTS OF [INCOME

Revenues
Premiums Earned . ...... ... .. ...
Investment Income ... ... .
Real Estate and Other Revenues ............ ... ... .. ... o ..

Realized Investment Gains. .. ...t

TOTAL REVENUES ... .

Claims and Expenses

Insurance Claims and Claim Expenses . .......... ... ... ... i,
Amortization of Deferred Policy Acquisition Costs .....................
Other Insurance Operating Costs and Expenses .......................
Real Estate and Other Expenses ..........oiiiiiiiin ..
Investment Expenses. ... ... i
Corporate Expenses .. ...

TOTAL CLAIMS AND EXPENSES ..............coiiiiiint.

INCOME (LOSS) BEFORE FEDERAL AND FOREIGN
INCOME TAX ..

Federal and Foreign Income Tax (Credit) .............................

NET INCOME . ... s

Net Income Per Share

See accompanying notes.
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In Millions

Years Ended December 31

2002 2001 2000
$8,085.3 | $6,656.4 | $6,145.9
997.3 982.8 957.2
23.8 114.0 96.9
33.9 8 51.5
9,1403 | 7,7540 | 7,2515
60646 | 53574 | 41277
20778 | 17714 | 16454
594.1 483.4 448.6
101.4 110.1 87.9
24.7 14.1 13.7
109.3 83.6 772
89719 | 78200 | 6,400.5
168.4 (66.0) 851.0
(54.5 (177.5) 136.4
$ 2229 | S 1115 | $ 7146
$ 131 | $ 65 | $ 410
1.29 63 401




See accompanying notes.

THE CHuBB CORPORATION
CONSOLIDATED BALANCE SHEETS

Assets

Invested Assets

Short Term Investments. . ...........0 i,

Fixed Maturities
Held-to-Maturity — Tax Exempt (market $850.7 and $1,282.5)
Available-for-Sale

Tax Exempt (cost $8,449.2 and $8,053.8) ................
Taxable (cost $8,112.5 and $6,408.2) ....................
Equity Securities {cost $998.3 and $757.9) ....... ... ... .......

TOTAL INVESTED ASSETS . ... ...
Cash ..

Securities Lending Collateral ..................................
Accrued Investment Income ............. .
Premiums Receivable. . ........ ... ... . ...
Reinsurance Recoverable on Unpaid Claims and Claim Expenses . . .
Prepaid Reinsurance Premiums ......... .. ... ... ... ...........
Deferred Policy Acquisition Costs. ............... ... ... ......
Real Estate Assets . ... ..ottt
Investments in Partially Owned Companies......................
Deferred Income Tax ...
Goodwill . ...
Other ASSElS. .ottt

TOTAL ASSETS ... e

Liabilities

Unpaid Claims and Claim Expenses ............................
Unearned Premiums .. .......... .. ... ... i
Securities Lending Payable .. .................. . ... ...
Short Term Debt. ... ... ..
Long Term Debt . ... .. ...
Dividend Payable to Shareholders . .............................
Accrued Expenses and Other Liabilities . ........................

TOTAL LIABILITIES . ... .

Commitments and Contingent Liabilities (Notes 9 and 15)

Shareholders’ Equity
Preferred Stock — Authorized 4,000,000 Shares;

$1 Par Value; Issued — None ... ...

Common Stock — Authorized 600,000,000 Shares;

$1 Par Value; Issued 180,296,834 and 180,131,238 Shares . ... ...
Paid-In Surplus . ... ...
Retained Earnings ......... ... .. ... . i,

Accumulated Other Comprehensive Income

Unrealized Appreciation of Investments, Net of Tax ............
Foreign Currency Translation Losses, Net of Tax ..............
Receivable from Employee Stock Ownership Plan . ...............
Treasury Stock, at Cost — 9,095,162 and 10,059,857 Shares .......
TOTAL SHAREHOLDERS’ EQUITY .....................

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY . ..

In Millions
December 3

2002

$ 1,756.7
794.9

9,082.9
8,385.7
992.2

21,0124

41.9
1,354.8
246.9
2,040.6
4,071.5
479.3
1,150.0
602.9
266.7
612.5
467.4
1,767.5

$34,114.4

$16,713.1
5,049.9
1,354.8

1,959.1
59.9
2,1184

27,255.2

180.3
4454
6,352.5

585.5
(56.5)
(34.1)
(613.9)

6,859.2

$34,114.4

1
2001

$ 9568
1,2185

8,372.9
6,525.3
7104

17,783.9

25.8
417.5
247.7

1,692.8
4,505.2
340.8
918.8
646.6
386.2
674.8
467.4
1,331.5

$29,449.0

$15,514.9
3,916.2
4175
169.0
1,351.0
57.8
1,467.3

22,923.7

180.1
527.0
6,369.3

252.6

(73.0)

(48.9)
(681.8)

6,525.3

$29,449.0
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THE CHuBB CORPORATION

CONSOLIDATED STATEMENTS OF SHAREHOLDERS ' EQUITY

Preferred Stock

Balance, Beginning and End of Year ......................

Common Stock

Balance, Beginning of Year ..............................
Share Activity under Option and Incentive Plans . ..........

Balance, End of Year ................ ... ... ... ......

Paid-In Surplus

Balance, Beginning of Year ..............................
Issuance of Equity Units ............... ... ...,
Share Activity under Option and Incentive Plans .. ...... ...

Balance, End of Year ........ ... ... .. ... ... . .......

Retained Earnings

Balance, Beginning of Year ..............................
NetIncome ...t e e

Unrealized Appreciation (Depreciation) of Investments

Balance, Beginning of Year . ........ ... i
Change During Year, Netof Tax.........................

Balance, End of Year ........... ... .. .. ... ... .. ...

Foreign Currency Translation Losses

Balance, Beginning of Year ...............o. i
Change During Year, Net of Tax.........................

Balance, End of Year .. ... ... ... .. ... .. ... .. ...

Receivable from Employee Stock Ownership Plan

Balance, Beginning of Year .................. ... ...
Principal Repayments.................. ... ....... .. .....

Balance, End of Year .......... ... ... ... ... ... .....

Treasury Stock, at Cost

Balance, Beginning of Year ..............................
Repurchase of Shares............... ... ... . ... ......
Share Activity under Option and Incentive Plans ...........

Balance, End of Year .......... ...,

TOTAL SHAREHOLDERS’ EQUITY ...............

See accompanying notes.
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2002

152.6
3329

585.5

(73.0)
16.5

{56.5)

(48.9)
14.8

(34.1)

(681.8)
(99.4)
167.3

(613.9)

$6,859.2

In Millions
Years Ended December 31

2001

178.8
1.3

180.1

466.0
61.0
517.0

6,492.6
1115
(234.8)

6,369.3

220.1
32.5

252.6

2000

6,008.6
714.6
(230.6)

6,492.6

(112.6)
332.7

220.1

(62.5)

(100.2)
(242.3)

(244.8)

$6,981.7




THE CHUBB CORPORATION

CONSOLIDATED STATEMENTS OF CaAasH FLOWS

Cash Flows from Operating Activities

Net Income . ... ..

Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities
Increase in Unpaid Claims and Claim Expenses, Net . . ..
Increase in Unearned Premiums, Net . ................
Increase in Premiums Receivable ................ ... ..
Increase in Deferred Policy Acquisition Costs ..........
Deferred Income Tax Credit ........................

Depreciation . ..

Realized Investment Gains ............ ...

Other, Net.....

NET CASH PROVIDED BY OPERATING

ACTIVITIES

Cash Flows from Investing Activities
Proceeds from Sales of Fixed Maturities —

Awvailable-for-Sale

Proceeds from Maturities of Fixed Maturities. . ...........
Proceeds from Sales of Equity Securities.................
Proceeds from Sale of Interest in Associated Aviation
Underwriters, Inc. ......... . ... . .
Purchases of Fixed Maturities . .........................
Purchases of Equity Securities .........................
Purchase of Investment in Partially Owned Company .. ...
Decrease (Increase) in Short Term Investments, Net ... ..
Purchases of Property and Equipment, Net ..............

Other, Net.......

NET CASH USED IN INVESTING ACTIVITIES .. ..

Cash Flows from Financing Activides
Increase (Decrease) in Short Term Debt, Net ...........
Proceeds from Issuance of Long Term Debt .......... ...
Repayment of Long Term Debt . .......................
Increase (Decrease) in Funds Held under Deposit

Contracts . ......

Proceeds from Issuance of Common Stock Under
Incentive and Purchase Plans ......... ... .. .. ........

Repurchase of Shares. ................................

Dividends Paid to Shareholders ........................

Other, Net.......

NET CASH PROVIDED BY (USED IN)
FINANCING ACTIVITIES ........... .. ...

Net Increase (Decrease) in Cash.........................
Cash at Beginning of Year ..............ccoiiviiinan....

CASHATEND OFYEAR ................ool

CONSOLIDATED STATEMENTS OF
COMPREHENSIVE INCOME

Net Income ........

Other Comprehensive Income
Change in Unrealized Appreciation or Depreciation of
Investments, Net of Tax ........... ...,
Foreign Currency Translation Gains (Losses), Net of Tax ..

COMPREHENSIVE INCOME . ...................

See accompanying notes.

2002

$ 2229

1,631.9
962.0
(347.8)
(212.5)
(126.7)
103.1
(33.9)

183.1

2,382.1

$ 2229

3329
16.5

3494
$ 5723

In Millions

Years Ended December 31

2001

$ 1115

958.4
305.1
(283.0)

(86.8)
(189.9)
95.1
(.8)
109.

1,019.2

$ 258

32,5

(4.5)

28.0
$ 1395

$ 224

$ 7146

332.7
(23.7)

309.0
$ 1,023.6
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NoTeEs To CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
(a) Basis of Presentation

The accompanying consolidated financial statements
have been prepared in accordance with accounting prin-
ciples generally accepted in the United States and in-
clude the accounts of The Chubb Corporation
(Corporation) and its subsidiaries. Significant intercom-
pany transactions have been eliminated in consolidation.

The consolidated financial statements include amounts
based on informed estimates and judgments of manage-
ment for those transactions that are not yet complete or
for which the ultimate effects cannot be precisely deter-
mined. Such estimates and judgments affect the reported
amounts of assets and liabilities and disclosure of contin-
gent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and
expenses during the reporting period. Actual results
could differ from those estimates.

The Corporation is a holding company with subsidiar-
ies principally engaged in the property and casualty
insurance business. The property and casualty insurance
subsidiaries underwrite most lines of property and casu-
alty insurance in the United States, Canada, Europe,
Australia and parts of Latin America and the Far East.
The geographic distribution of property and casualty
business in the United States is broad with a particularly
strong market presence in the Northeast.

Chubb Financial Solutions (CFS) was organized by
the Corporation in 2000 to develop and provide custom-
ized risk-financing services through both the capital and
insurance markets. Since its inception, CFS’s non-insur-
ance business has been primarily structured credit deriva-
tives, principally as a counterparty in portfolio credit
default swap contracts. Insurance and reinsurance solu-
tions developed by CFS are written by the Corporation’s
property and casualty insurance subsidiaries.

Certain amounts in the consolidated financial state-
ments for prior years have been reclassified to conform
with the 2002 presentation.

(b} Invested Assets

Short term investments, which have an original matur-
ity of one year or less, are carried at amortized cost.

Fixed maturities, which include bonds and redeemable
preferred stocks, are purchased to support the invest-
ment strategies of the Corporation and its insurance
subsidiaries. These strategies are developed based on
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many factors including rate of return, maturity, credit
risk, tax considerations and regulatory requirements.
Fixed maturities that may be sold prior to maturity to
support the investment strategies of the Corporation and
its insurance subsidiaries are classified as available-for-sale
and carried at market value as of the balance sheet date.
Those fixed maturities that the Corporation and its
insurance subsidiaries have the ability and positive intent
to hold to maturity are classified as held-to-maturity and
carried at amortized cost.

Premiums and discounts arising from the purchase of
mortgage-backed securities are amortized using the inter-
est method over the estimated remaining term of the
securities, adjusted for anticipated prepayments.

Equity securities include common stocks, non-redeem-
able preferred stocks and alternative investments, prima-
rily investment partnerships. Common and non-
redeemable preferred stocks are carried at market value
as of the balance sheet date. Investment partnerships are
carried at the equity in the estimated market value of the
investments held by the partnerships.

Unrealized appreciation or depreciation of investments
carried at market value is excluded from net income and
credited or charged, net of applicable deferred income
tax, directly to a separate component of comprehensive
income.

Realized gains and losses on the sale of investments are
determined on the basis of the cost of the specific
investments sold and are credited or charged to income.
When the market value of any investment is lower than
its cost and such decline is determined to be other than
temporary, the cost of the investment is written down to
market value and the amount of the writedown is
charged to income as a realized investment loss.

The property and casualty insurance subsidiaries en-
gage in securities lending whereby certain securities from
their portfolios are loaned to other institutions for short
periods of time. Cash collateral from the borrower, equal
to the market value of the loaned securities plus accrued
interest, is deposited with a lending agent and retained
and invested by the lending agent in accordance with the
Corporation’s guidelines to generate additional income,
which the property and casualty insurance subsidiaries
share with the borrower. The property and casualty
insurance subsidiaries maintain full ownership rights to
the securities loaned and, accordingly, such securities are
included in invested assets. The securities lending collat-
eral is recognized as an asset with a corresponding liabil-
ity for the obligation to return the collateral.




(c) Premium Revenues and Related Expenses

Premiums are earned on a monthly pro rata basis over
the terms of the policies and include estimates of audit
premiums and premiums on retrospectively rated poli-
cies. Assumed reinsurance premiums are earned over the
terms of the reinsurance contracts. Unearned premiums
represent the portion of direct and assumed premiums
written applicable to the unexpired terms of the policies
and reinsurance contracts in force.

Ceded reinsurance premiums are charged to income
over the terms of the reinsurance contracts. Prepaid
reinsurance premiums represent the portion of insurance
premiums ceded to reinsurers applicable to the
unexpired terms of the reinsurance contracts in force.

Reinsurance reinstatement premiums are recognized in
the same period as the loss event that gave rise to the
reinstatement premiums.

Acquisition costs that vary with and are primarily
related to the production of business are deferred by
major product groups and amortized over the period in
which the related premiums are earned. Such costs
include commissions, premium taxes and certain other
underwriting and policy issuance costs. Commissions
received related to reinsurance premiums ceded are con-
sidered in determining net acquisition costs eligible for
deferral. Deferred policy acquisition costs are reviewed to
determine that they do not exceed recoverable amounts,
after considering anticipated investment income.

(d) Unpaid Claims and Claim Expenses

Liabilities for unpaid claims and claim expenses include
the accumulation of individual case estimates for claims
reported as well as estimates of incurred but not reported
claims and estimates of claim settlement expenses, less
estimates of anticipated salvage and subrogation
recoveries.

Reinsurance recoverable on unpaid claims and claim
expenses represent estimates of the portion of such
liabilities that will be recovered from reinsurers.
Amounts recoverable from reinsurers are recognized as
assets at the same time and in a manner consistent with
the unpaid claims liabilities associated with the reinsured
policies. A provision for estimated uncollectible reinsur-
ance is recorded based on an evaluation of all available
information.

Estimates are based upon past claim experience modi-
fied for current trends as well as prevailing economic,
legal and social conditions. Such estimates are continu-
ally reviewed and updated. Any changes in estimates are
reflected in operating results in the period in which the
estimates are changed.

(e) Credit Derivatives

Credit derivatives, principally portfolio credit default
swaps, are carried at estimated fair value as of the balance
sheet date. Changes in fair value are recognized in in-
come in the period of the change and are included in
other revenues. Assets and liabilities related to credit
derivatives are included in other assets and other
liabilities.

(f) Real Estate

Real estate properties are carried at cost, net of write-
downs for impairment. Real estate taxes, interest and
other carrying costs incurred prior to completion of the
assets for their intended use are capitalized. Also, costs
incurred during the initial leasing of income producing
properties are capitalized until the project is substantially
complete, subject to a maximum time period subsequent
to completion of major construction activity.

Real estate properties are reviewed for impairment
whenever events or circumstances indicate that the car-
rying value of such properties may not be recoverable. In
performing the review for recoverability of carrying
value, estimates are made of the future undiscounted
cash flows from each of the properties during the period
the property will be held and upon its eventual disposi-
tion. If the expected future undiscounted cash flows are
less than the carrying value of any property, an impair-
ment loss is recognized, resulting in a writedown of the
carrying value of the property. Measurement of such
impairment is based on the fair value of the property.

Real estate mortgages and notes receivable are carried
at unpaid principal balances less an allowance for uncol-
lectible amounts. A loan is considered impaired when it
is probable that all principal and interest amounts will
not be collected according to the contractual terms of the
loan agreement. An allowance for uncollectible amounts
is established to recognize any such impairment. Mea-
surement of impairment is based on the discounted
expected future cash flows of the loan, subject to the
estimated fair value of the underlying collateral. The cash
flows are discounted at the loan’s effective interest rate.

Rental revenues are recognized on a straight-line basis
over the term of the lease. Profits on land, residential unit
and commercial building sales are recognized at closing,
subject to compliance with applicable accounting
guidelines.
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(g) Investments in Partially Owned Companies

Investments in partially owned companies include the
Corporation’s minority ownership interest in entities
where its ownership interest is greater than 20% but less
than 50% and in corporate joint ventures. The equity
method of accounting is used for investments in partially
owned companies.

At December 31, 2002 and 2001, investments in
partially owned companies included the Corporation’s
19% interest in Allied World Assurance Holdings, Ltd.
At December 31, 2001, investments in partially owned
companies also included the Corporation’s 28% interest
in Hiscox plc. During 2002, the Corporation’s interest in
Hiscox was reduced to below 20%. Accordingly, at De-
cember 31, 2002, the investment in Hiscox was included
in equity securities.

(h) Gooduwill

Goodwill represents the excess of the purchase price
over the fair value of net assets of subsidiaries acquired.
Prior to 2002, goodwill was amortized using the straight-
line method over 26 years. Effective January 1, 2002,
goodwill is no longer amortized (see Note (2)(a)).

(i) Property and Equipment

Property and equipment used in operations, including
certain costs incurred to develop or obtain computer
software for internal use, are capitalized and carried at
cost less accumulated depreciation. Depreciation is calcu-
lated using the straight-line method over the estimated
useful lives of the assets.

(j) Income Taxes

The Corporation and its domestic subsidiaries file a
consolidated federal income tax return.

Deferred income tax assets and liabilities are recog-
nized for the expected future tax effects attributable to
temporary differences between the financial reporting
and tax bases of assets and liabilities, based on enacted tax
rates and other provisions of tax law. The effect on
deferred tax assets and liabilities of a change in tax laws
or rates is recognized in income in the period in which
such change is enacted. Deferred tax assets are reduced
by a valuation allowance if it is more likely than not that
all or some portion of the deferred tax assets will not be
realized.

The Corporation does not consider the earnings of its
foreign subsidiaries to be permanently reinvested. Ac-
cordingly, U.S. federal income taxes are accrued on
undistributed earnings of foreign subsidiaries.
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(k) Stock-Based Employee Compensation

The intrinsic value method of accounting is used for
stock-based employee compensation plans. Under the
intrinsic value method, compensation cost is measured as
the excess, if any, of the quoted market price of the stock
at the measurement date over the amount an employee
must pay to acquire the stock.

The following information illustrates the effect on net
income and earnings per share as if the Corporation had
accounted for stock-based employee compensation using
the fair value method. Under the fair value method, the
estimated fair value of awards at the grant date would be
charged against income on 2 straight-line basis over the
vesting period.

Years Ended December 31
2002 2001 2000

(in millions, except
per share amounts)

Net income, as reported............... $222.9 $111.5 $714.6
Add: stock-based employee compensation

expense included in reported net
income, net of taX.................. 14.5 16.9 7.4

Deduct: stock-based employee
compensation expense determined

under the fair value method, net of tax  (69.0) (62.7) (52.4)
Pro forma net income ................ $168.4 $ 65.7 $669.6
Earnings per share

Basic, as reported .................. $ 1.31 $ .65 $ 4.10

Basic, proforma ................... 99 .38 3.84

Diluted, as reported ................ 1.29 .63 4.01

Diluted, pro forma . ................ 97 37 3.76

The weighted average fair value of the awards granted
during 2002, 2001 and 2000 was $17.91, $18.22 and
$11.98, respectively. The fair value of each award was
estimated on the date of grant using the Black-Scholes
option pricing model with the following weighted aver-
age assumptions.

2002 2001 2000

Risk-free interest rate .................. 4.3% 4.1% 6. 7%
Expected volatility ..................... 27.0% 25.1% 21.9%
Dividend yield ........................ 2.0% 1.9% 2.7%
Expected average term {in years) ........ 5.0 5.5 5.5

Effective January 1, 2003, the accounting for stock-
based employee compensation plans will change (see
Note (1)(n)).




(1) Foreign Exchange

Assets and liabilities relating to foreign operations are
translated into U.S. dollars using current exchange rates
as of the balance sheet date. Revenues and expenses are
translated into U.S. dollars using the average exchange
rates during the year.

The functional currency of foreign operations is gener-
ally the currency of the local operating environment
since business is primarily transacted in such local cur-
rency. Translation gains and losses, net of applicable
income tax, are excluded from net income and are
credited or charged directly to a separate component of
comprehensive income.

(m) Cash Flow Information

In the statement of cash flows, short term investments
are not considered to be cash equivalents. The effect of
changes in foreign exchange rates on cash balances was
immaterial.

(n) Accounting Pronouncements Not Yet Adopted

Beginning January 1, 2003, the Corporation intends to
adopt the fair value method of accounting for stock-
based employee compensation plans, which is the
method of accounting defined in Statement of Financial
Accounting Standards (SFAS) No. 123, Accounting for
Stock-Based Compensation. Under the fair value
method of accounting, compensation cost is measured
based on the fair value of the award at the grant date and
recognized over the service period.

In December 2002, the Financial Accounting Stan-
dards Board (FASB) issued SFAS No. 148, Accounting
for Stock-Based Compensation — Transition and Dis-
closure. SFAS No. 148 amends SFAS No. 123 to provide
alternative methods of transition for an entity that volun-
tarily changes to the fair value method of accounting.
The Corporation plans to use the modified prospective
method of transition. Under this method, stock-based
employee compensation cost will be recognized from the
beginning of 2003 as if the fair value method of account-
ing had been used to account for all employee awards
granted, modified, or settled in years beginning after
December 15, 1994. Prior period financial statements will
not be restated. The adoption of the fair value method of
accounting for stock-based employee compensation plans
is expected to decrease the Corporation’s net income in
2003 by approximately $55 million.

{2) Adoption of New Accounting Pronouncements

(a) Effective January 1, 2002, the Corporation
adopted SFAS No. 142, Goodwill and Other Intangible
Assets. The Statement addresses how intangible assets
should be accounted for upon their acquisition and how
goodwill and other intangible assets should be accounted
for after they have been initially recognized in the finan-
cial statements. In accordance with SFAS No. 142, good-
will is no longer amortized but rather is tested at least
annually for impairment. SFAS No. 142 may not be
applied retroactively to financial statements of prior
periods.

During 2002, the Corporation completed a transi-
tional goodwill impairment test and an annual goodwill
impairment test. As a result of the tests, management
determined that there was no impairment of goodwill.

Adoption of SFAS No. 142 as of January 1, 2000
would have increased net income for both 2001 and
2000 by $19.9 million or $0.11 per basic and diluted
share.

{b) In Emerging Issues Task Force (EITF) Issue
No. 02-3, Issues Involved in Accounting for Derivative
Contracts Held for Trading Purposes and Contracts
Involved in Energy Trading and Risk Management Ac-
tivities, the FASB staff expressed the view that an entity
should not recognize an unrealized gain or loss at incep-
tion of a derivative instrument unless the fair market
value of that instrument is obtained from a quoted
market price in an active market or is otherwise evi-
denced by comparison to other observable current mar-
ket transactions or based on a valuation technique
incorporating observable market data. The Corporation
has concluded that the valuation techniques that it uses
to determine the fair value of credit default swaps do not
meet the new criteria. The Corporation adopted EITF
Issue No. 02-3 effective November 22, 2002. The adop-
tion of EITF Issue No. 02-3 relating to unrealized gains
or losses at inception of a derivative instrument did not
have a significant effect on the Corporation’s financial
position or results of operations.

55




(3) Acquisitions and Dispositions

(a) In November 2001, the Corporation acquired a
19% interest in Allied World Assurance Holdings, Ltd, a
newly formed Bermuda-based company, for approxi-
mately $250 million. Allied World Assurance was estab-
lished to underwrite insurance and reinsurance business
worldwide. ’

(b) In September 2000, the Corporation sold its 50%
interest in Associated Aviation Underwriters, Inc.
(AAU). The consideration from the sale was $65 mil-
lion, consisting of a base purchase price of $55 million
and a non-compete payment of $10 million.

(4) Significant Losses

(a) In the third quarter of 2002, the Corporation’s
actuaries and outside actuarial consultants commenced
their periodic ground-up exposure based analysis of the
property and casualty insurance subsidiaries’ asbestos
related liabilities. Upor: completion of the analysis and
assessment of the results, the net loss reserves of the
property and casualty insurance subsidiaries were in-
creased by $625 million. In the fourth quarter, the
estimate of reinsurance recoverable on potential asbestos
claims was reduced, resulting in an additional increase of
$75 million in the net loss reserves. The property and
casualty insurance subsidiaries’ asbestos related exposure
is further discussed in Note (9).

(b) In the fourth quarter of 2001, surety bond losses
of $220 million, net of reinsurance, were recognized
related to the bankruptcy of Enron Corp. The surety
losses represented the maximum exposure of the prop-
erty and casualty insurance subsidiaries relating to bonds
issued to various obligees in connection with Enron
commitments. Certain of these bonds were the subject of
litigation. As of the end of 2002, the litigation was
settled, resulting in an $88 million reduction in surety
loss reserves.

(c) In the third quarter of 2001, net costs of $645 mil-
lion were incurred related to the September 11 attack in
the United States. The net costs consisted of estimated
net claims and claim expenses of $665 million less net
reinsurance reinstatement premium revenue of $30 mil-
lion plus a $10 million charge for the Corporation’s
share of the losses publicly estimated by Hiscox.

Gross claims and claim expenses of the property and
casualty insurance subsidiaries from the September 11
attack are estimated at about $3.2 billion. Most of the
claims were from property exposure and business inter-
ruption losses. There were also significant workers’ com-
pensation losses. The net claims and claim expenses of
$665 million were significantly lower than the gross
amount due to various reinsurance agreements. The
property exposures were protected by facultative reinsur-
ance, property per risk treaties that limited the net loss
per risk, and property catastrophe treaties. Workers'
compensation losses were protected by a casualty catas-
trophe treaty and a casualty clash treaty.

Business interruption claims from the September 11
attack will take some time to resolve, while potential
liability claims could take years to resolve. Also, certain
reinsurers are questioning the interpretation and/or ap-
plication of some provisions of the property per risk
reinsurance agreements. The questions that have been
raised generally involve the applicable limit of reinsur-
ance coverage available, the definition of what constitutes
one risk, the accumulation of exposure in the various
buildings destroyed or damaged and adherence to under-
writing guidelines. Management has responded to these
questions and is continuing discussions with the reinsur-
ers. Most of the reinsurers are paying, although some are
reserving their rights as they continue to discuss their
open issues. One reinsurer is withholding payments
pending the resolution of the questions raised. Manage-
ment believes that the Corporation’s position is strong
and that either the responses to the reinsurers’ questions
will ultimately satisfy them or the Corporation will
prevail in arbitration should that become necessary.

The loss reserve estimates related to the September 11
attack are subject to considerable uncertainty. However,
management continues to believe that, whether the open
issues are resolved with the reinsurers through discus-
sions or through arbitration proceedings, the estimate of
the net costs related to the September 11 attack is
reasonable. It is possible that the estimate of ultimate
gross losses related to the September 11 attack, as well as
the collectibility of related reinsurance recoverables, may
change in the future, and that the change in estimate
could have a material effect on the Corporation’s results
of operations. However, management does not expect
that any such change would have a material effect on the
Corporation’s financial condition or liquidity.



(5) Invested Assets and Related Income
(a) The amortized cost and estimated market value of fixed maturities were as follows:
December 31

2002 2001
Gross Gross Estimated Gross Gross Estimated
Amortized Unrealized  Unrealized  Market  Amortized Unrealized Unrealized  Market
Cost Appreciation Depreciation  Value Cost Appreciation Depreciation  Value
(in millions)
Held-to-maturity — Tax exempt ....... $ 7949 $ 558 $ — $ 850.7 §$ 12185 $ 64.0 $ — $ 1,282.5
Available-for-sale
Tax exempt .. ...vvvvreeniiinn 8,449.2 637.6 39 9,082.9 8,053.8 334.0 14.9 8,372.9
Taxable
U.S. Government and government
agency and authority obligations ...  1,184.1 59.1 — 1,243.2 660.0 249 — 684.9
Corporate bonds ................ 1,978.3 108.0 42.6 2,043.7 2,009.4 57.5 28.7 2,038.2
Foreignbonds................... 2,1855 100.5 8.2 2,277.8 1,581.9 443 .6 1,625.6
Mortgage-backed securities .. ...... 2,719.1 80.0 23.7 2,175.4 2,111.8 356 17.0 2,130.4
Redeemable preferred stocks ... ... 455 1 — 45.6 45.1 1.1 — 46.2
8,112.5 3477 74.5 8,385.7 6,408.2 163.4 46.3 6,525.3
Total available-for-sale . ......... 16,561.7 985.3 78.4 17,468.6 14,462.0 497.4 61.2 14,898.2
Total fixed maturities........... $17,356.6  $1,041.1 $78.4 $18,319.3  $15,680.5 $561.4 $61.2 $16,180.7

The amortized cost and estimated market value of fixed maturities at December 31, 2002 by contractual maturity were
as follows:

Estimated
Amortized Market
Cost Value

(in millions)
Held-to-maturity

Due in 0ne Year 0T 188 .. .\ttt $ 511 $ 520
Due after one year through five YEars. . ... ... ot i e 428.0 458.1
Due after five years through ten years ....... ... i 182.5 195.6
DUE AfTET TEIL YEATS . . . oot vttt ettt et e ettt e e e e e e e 133.3 145.0

$ 7949 $ 8507

Available-for-sale

Diuie N ONE FEAT OF 1855 . . o\ ottt ettt e et et et e e $ 561.0 $ 5623
Due after one year through five Years. .. ... ... oo i e 3,439.3 3,639.5
Due after five years through ten YEars . ...... ... . .t tuu i 5,567.2 5,977.1
DIUE After BN YEATS . ... .ottt it et e e 4275.1 4,514.3

13,842.6 14,693.2

Mortgage-backed SECUTILIES . . . ... ...\ttt et e e 2,719.1 2,775.4
$16,561.7 $17,468.6

Actual maturities could differ from contractual maturities because borrowers may have the right to call or prepay
obligations.

(b) The components of unrealized appreciation or depreciation of investments carried at market value were as
follows:

December 31
2002 2001

(in millions)

Equity securities

Gross unrealized apPreCiation . . .. ...\ttt e e $ 286 %207
Gross unrealized depreciation . . ... .. . .t e e e 341 68.2
(6.1)  (475)
Fixed maturities
Gross unrealized appreciation . . ... .. .. .ot e 985.3 497.4
Gross unrealized depreciation . . .. ... . .. . i i e 78.4 61.2
_906.9 436.2
900.8 388.7
Deferred income tax liability . . .. ... ... o 315.3 136.1
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The change in unrealized appreciation or depreciation
of investments carried at market value was as follows:
Years Ended December 31
R T R TG
(in millions)

Change in unrealized appreciation or

depreciation of equity securities ...... $ 414 $(383)  $(634)
Change in unrealized appreciation or
depreciation of fixed maturities .. ... .. 470.7 88.3 514.7
512.1 50.0 451.3
Deferred income tax.................. 179.2 17.5 158.0
Decrease in valuation allowance ........ — — (39.4)

$332.9 $ 325 $332.7

The unrealized appreciation of fixed maturities carried
at amortized cost is not reflected in the financial state-
ments. The change in unrealized appreciation of fixed
maturities carried at amortized cost was a decrease of
$8.2 million, a decrease of $4.6 million and an increase of
$9.5 million for the years ended December 31, 2002,
2001 and 2000, respectively.

{c) The sources of net investment income were as
follows:
Years Ended December 31

2002 2001 2000
(in millions)

Fixed maturities. ..................... $958.5 $921.8 $895.4
Equity securities ..................... 14.4 256 235
Short term investments ............... 216 348 385
Other ...................oi L. 2.8 .6 (.2)
Gross investment income ........... 997.3 982.8 957.2
Investment expenses.................. 24.7 141 13.7

$972.6 $968.7 $943.5

(d) Realized investment gains and losses were as follows:

Years Ended December 31
2002 2001 2000
(in millions)

Gross realized investment gains

Fixed maturities. .. ................. $125.0 $ 56.9 $ 482
Equity securities ................... 1229 81.6 94.0
Saleof AAU ...................... — — 44.9

247.7 1385 187.1

Gross realized investment losses

Fixed maturities. ................... 108.6 517 40.5
Equity securities ................... 105.2 80.0 95.1
213.8 137.7 135.6

Realized investment gains ............. 339 8 515
Incometax.................. ... ... 119 .3 18.0

$ 220 $ 35 $ 335
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(6) Deferred Policy Acquisition Costs

Policy acquisition costs deferred and the related amor-
tization charged against income were as follows:

Years Ended December 31

2002 2001 2000
(in millions)
Balance, beginning of year ....... $ 9288 $ 8420 $ 7797

Costs deferred during year

Commissions and brokerage ... 1,236.1 950.9 869.0

Premium taxes and assessments . . 203.8 163.8 1383
Salaries and operating costs . . ... 850.4 743.5 700.4
2,290.3 1,858.2 1,707.7

Increase due to foreign exchange 8.7 — —
Amortization during year ........ (2,077.8) (1,771.4) (1,645.4)
Balance, end of year ............ $ 1,1500 $ 9288 $ 8420

(7) Real Estate

The components of real estate assets were as follows:

December 31
2002 2001

(in millions)

Mortgages and notes receivable . .................. ... $ 857 $97.7
Income producing properties ........................ 1789 186.9
Construction in ProOgress........c..ovvvrivreernenenn.. 34.0 51.8
Land under development and unimproved land ........... 3043 3102

$602.9 $646.6

Substantially all mortgages and notes receivable are
secured by buildings and land. Mortgages and notes
receivable had an estimated aggregate fair value of
$77.6 million and $89.0 million at December 31, 2002
and 2001, respectively. The fair value amounts represent
point-in-time estimates that are not relevant in predicting
future earnings or cash flows related to such receivables.

Depreciation expense related to income producing
properties was $4.5 million, $4.2 million and $4.0 million
for 2002, 2001 and 2000, respectively.

(8) Property and Equipment
Property and equipment included in other assets were
as follows:

December 31
2002 2001
(in millions)

COst o $827.8 $727.0
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Depreciation expense related to property and equip-
ment was $98.6 million, $90.9 million and $80.4 million
for 2002, 2001 and 2000, respectively.




(9) Unpaid Claims and Claim Expenses

The process of establishing loss reserves is complex
and imprecise as it is subject to variables that are influ-
enced by significant judgmental factors. This is true
because claim settlements to be made in the future will
be impacted by changing rates of inflation, particularly
medical cost inflation, and other economic conditions;
changing legislative, judicial and social environments; and
changes in the property and casualty insurance subsidiar-
ies’ claim handling procedures.

Most of the property and casualty insurance subsidiar-
ies’ loss reserves relate to long tail liability classes of
business. For many liability claims significant periods of
time, ranging up to several years or more, may elapse
between the occurrence of the loss, the reporting of the
loss and the settlement of the claim. The longer the time
span between the incidence of a loss and the settlement
of the claim, the more the ultimate settlement amount
can vary.

Judicial decisions and legislative actions continue to
broaden liability and policy definitions and to increase
the severity of claim payments. As a result of this and
other societal and economic developments, the uncer-
tainties inherent in estimating ultimate claim costs on the
basis of past experience have been exacerbated, further
complicating the already complex loss reserving process.

The uncertainties relating to asbestos and toxic waste
claims on insurance policies written many years ago are
further exacerbated by inconsistent court decisions as
well as judicial interpretations and legislative actions that
in some cases have tended to broaden coverage beyond
the original intent of such policies and in others have
expanded theories of liability. The industry as a whole is
engaged in extensive litigation over these coverage and
liability issues and is thus confronted with a continuing
uncertainty in its efforts to quantify these exposures.

Asbestos remains the most significant and difficult mass
tort for the insurance industry in terms of claims volume
and dollar exposure. Early court cases established the
“continuous trigger” theory with respect to insurance
coverage. Under this theory, insurance coverage is
deemed to be triggered from the time a claimant is first
exposed to asbestos until the manifestation of any dis-
ease. This interpretation of a policy trigger can involve
insurance companies over many years and increases their
exposure to liability.

The property and casualty insurance subsidiaries’ most
significant individual asbestos exposures involve products
liability on the part of “traditional” defendants who
manufactured, distributed or installed asbestos products
for whom excess liability and/or general liability cover-
ages were written. While these insureds are relatively few
in number, such exposure has increased in recent years
due to the increased volume of claims, the erosion of
much of the underlying limits and the bankruptcies of
target defendants.

Other asbestos exposures involve non-product liability
on the part of “peripheral” defendants, including a mix of
manufacturers, distributors and installers of certain prod-
ucts that contain asbestos in small quantities and owners
of properties on which asbestos exists. Generally, these
insureds are named defendants on a regional rather than a
nationwide basis. As the financial resources of traditional
asbestos defendants have been depleted, plaintiffs are
targeting these peripheral parties with greater frequency
and, in many cases, for larger awards. In addition, the
plaintiffs’ bar continues to solicit new claimants through
extensive advertising and through asbestos medical screen-
ings. Litigation is then initiated even though many of the
claimants do not show any signs of asbestos-related dis-
ease. Thus, new asbestos claims and new exposures on
existing claims have continued unabated despite the fact
that usage of asbestos has declined since the mid-1970’s.
Based on published projections, it is expected that the
property and casualty insurance subsidiaries will continue
receiving asbestos claims at the current rate for at least the
next several years.

Asbestos claims initially focused on the major manu-
facturers, distributors or installers of asbestos products
under the products liability section of primary general
liability policies as well as under excess liability policies,
both of which typically had aggregate limits that capped
an insurer’s liability. In recent years, a number of asbes-
tos claims by insureds are being presented as
“non-products” claims, such as those by installers of
asbestos products and by property owners who allegedly
had asbestos on their property, under the premises or
operations section of primary general liability policies.
Unlike products exposures, these non-products expo-
sures typically had no aggregate limits, creating poten-
tially greater exposure. Further, in an effort to seek
additional insurance coverage, some insureds with instal-
lation activities who have substantially eroded their prod-
ucts coverage are presenting new asbestos claims as non-
products operations claims or attempting to reclassify old
products claims. The extent to which insureds will be
liable under such theories and successful in obtaining
coverage on this basis is uncertain.

The expanded focus of asbestos litigation beyond as-
bestos manufacturers and distributors to installers and
premises owners has created, in some instances, conflicts
among insureds, primary insurers and excess insurers,
mainly involving questions regarding allocation of indem-
nity and expense costs and exhaustion of policy limits.
These issues are generating costly coverage litigation with
the potential for inconsistent results.

In establishing asbestos reserves, the exposure
presented by each insured is evaluated. As part of this
evaluation, consideration is given to the available insur-
ance coverage; limits and deductibles; the potential role
of other insurance, particularly underlying coverage be-
low excess liability policies; and applicable coverage de-
fenses, including asbestos exclusions.
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Significant uncertainty remains as to the ultimate liabil-
ity of the property and casualty insurance subsidiaries
related to asbestos related claims due to such factors as
the long latency period between asbestos exposure and
disease manifestation and the resulting potential for in-
volvement of multiple policy periods for individual
claims as well as the increase in the volume of claims by
plaintiffs who claim exposure but who have no symptoms
of asbestos-related disease and an increase in claims filed
under the non-aggregate premises or operations section
of general liability policies. There is also the possibility of
federal legislation that would address the asbestos
problem.

Hazardous waste sites are another potential exposure.
Under the federal “Superfund” law and similar state
statutes, when potentially responsible parties (PRPs) fail
to handle the clean-up at a site, regulators have the work
done and then attempt to establish legal liability against
the PRPs. Most PRPs named to date are parties who have
been generators, transporters, past or present landown-
ers or past or present site operators. The PRPs disposed
of toxic materials at a waste dump site or transported the
materials to the site. Insurance policies issued to PRPs
were not intended to cover the clean-up costs of pollu-
tion and, in many cases, did not intend to cover the
pollution itself.

As the costs of environmental clean-up became sub-
stantial, PRPs and others increasingly filed claims with
their insurance carriers. Litigation against insurers ex-
tends to issues of liability, coverage and other policy
provisions.

There is great uncertainty involved in estimating the
property and casualty insurance subsidiaries’ liabilities
related to these claims. First, the liabilities of the claim-
ants are extremely difficult to estimate. At any given site,
the allocation of remediation costs among governmental
authorities and the PRPs varies greatly depending on a
variety of factors. Second, different courts have addressed
liability and coverage issues regarding pollution claims
and have reached inconsistent conclusions in their inter-
pretation of several issues. These significant uncertainties
are not likely to be resolved definitively in the near
future.

Uncertainties also remain as to the Superfund law
itself. Superfund’s taxing authority expired on Decem-
ber 31, 1995 and has not been re-enacted. At this time, it
is not possible to predict the direction that any reforms
may take, when they may occur or the effect that any
changes may have on the insurance industry.

Without federal movement on Superfund reform, the
enforcement of Superfund liability is shifting to the
states. States are being forced to reconsider state-level
cleanup statutes and regulations. As individual states
move forward, the potential for conflicting state regula-
tion becomes greater. Significant uncertainty remains as
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to the cost of remediating the state sites. Because of the
large number of state sites, such sites could prove even
more costly in the aggregate than Superfund sites.

A reconciliation of the beginning and ending liability
for unpaid claims and claim expenses, net of reinsurance
recoverable, and a reconciliation of the net liability to the
corresponding liability on a gross basis is as follows:

2002 2001 2000
(in millions)

$15,514.9 $11,904.6 $11,434.7

Gross liability, beginning of year ...
Reinsurance recoverable,

beginning of year............ 4,505.2 1,853.3 1,685.9
Net liability, beginning of year .... 11,009.7 10,0513 9,748.8
Net incurred claims and claim

expenses related to

Current year ............. 5,274.9 5,552.9 4,357.7
Prior years ............... 789.7 (195.5) (230.0)
6,064.6 53574 4,127.7
Net payments for claims and
claim expenses related to
Current year ............. 1,348.2 1,605.3 1,342.5
Prior years ............... 3,084.5 2,793.7 2,482.7
4,432.7 4,399.0 3,825.2
Net liability, end of year....,.... 12,641.6 11,009.7 10,051.3
Reinsurance recoverable,

endofyear................. 4,07L.5 4,505.2 1,853.3

Gross liability, end of year ...... $16,713.1 $15,5149 $11,904.6

The gross liability for unpaid claims and claim ex-
penses and reinsurance recoverable included
$2,062.6 million and $1,557.9 million, respectively, at
December 31, 2002 and $2,775.2 million and
$2,238.8 million, respectively, at December 31, 2001
related to the September 11 attack.

During 2002, the property and casualty insurance
subsidiaries experienced overall unfavorable development
of $789.7 million on net unpaid claims and claim ex-
penses established as of the previous year-end. This
compares with favorable development of $195.5 million
in 2001 and $230.0 million in 2000. Such development
was reflected in operating results in these respective
years.

The unfavorable development in 2002 was due prima-
rily to strengthening of asbestos and toxic waste loss
reserves by $741 million during the year. In addition,
unfavorable development of about $100 million was
experienced in the homeowners class due to an increase
in the severity of water damage and related mold claims.
In the executive protection classes, adverse claim trends
in the more recent accident years more than offset
favorable loss experience in older accident years, result-
ing in unfavorable development of about $50 million in
2002. Offsetting the unfavorable development somewhat
was the $88 million reduction in surety loss reserves
related to the Enron settlement.




The favorable development in 2001 and 2000 was due
primarily to favorable claim experience in certain long tail
liability coverages, offset in part by losses incurred related
to asbestos and toxic waste claims.

Management believes that the aggregate loss reserves
of the property and casualty subsidiaries at December 31,
2002 were adequate to cover claims for losses that had
occurred, including both those known and those yet to
be reported. In establishing such reserves, management
considers facts currently known and the present state of
the law and coverage litigation. However, given the
judicial decisions and legislative actions that have broad-
ened the scope of coverage and expanded theories of
liability in the past and the possibilities of similar inter-
pretations in the future, particularly as they relate to
asbestos claims and, to a lesser extent, toxic waste claims,
additional increases in loss reserves may emerge in future
periods. Such increases could have a material adverse
effect on the Corporation’s future operating results.
However, management does not expect that any such
increases would have a material effect on the Corpora-
tion's consolidated financial condition.

(10) Debt and Credit Arrangements

{a) Short term debt at December 31, 2001 consisted of
commercial paper issued by Chubb Capital Corporation
{Chubb Capital), a wholly owned subsidiary of the Cor-
poration. Borrowings were unsecured and on terms and at
interest rates generally extended to prime borrowers.

{b) Long term debt consisted of the following:
December 31

2002 2001
(in millions)

Termloan . ... $ — 5 75
MOTEEAgES . . oo 43.1 43.5
6%% notes due February 1,2003............ 100.0 100.0
6.15% notes due August 15,2005 ........... 300.0 300.0
4% notes due November 16, 2007 ........... 600.0 —
7%% notes due December 15, 2007.......... 75.0 75.0
6% notes due November 15, 2011 ........ ... 400.0 400.0
6.60% debentures due August 15, 2018 .. .. .. 100.0 100.0
8.675% capital securities due February 1, 2027 .. 125.0 125.0
6.80% debentures due November 15, 2031. ... 200.0 200.0
1,943.1 1,351.0
Fair value of interest rate swap .............. 16.0 —
$1,959.1  $1,351.0

The mortgages are obligations of the real estate subsid-
iaries and are payable in varying amounts monthly
through 2010. At December 31, 2002, the interest rate
for the mortgages payable approximated 8'2%. The mort-
gages payable are secured by real estate assets with a net
book value of $76.9 million at December 31, 2002.

In November 2002, the Corporation issued $600 mil-
lion of unsecured 4% senior notes due November 16,
2007 and 24 million mandatorily exercisable warrants to
purchase the Corporation’s common stock. The notes
and warrants were issued together in the form of 7% eq-
uity units. The net proceeds from the issuance of the
equity units were $582 million.

Each equity unit initially represents one warrant and
$25 principal amount of senior notes. The notes are
pledged by the holders to secure their obligations under
the warrants. The Corporation will make quarterly inter-
est payments to the holders of the notes initially at a rate
of 4% per year. In August 2005, the notes will be
remarketed. At that time, the remarketing agent will
have the ability to reset the interest rate on the notes in
order to generate sufficient remarketing proceeds to
satisfy the holder’s obligation under the warrant. If the
senior notes are not successfully remarketed, the Corpo-
ration will exercise its rights as a secured party to obtain
and extinguish the notes and deliver its common stock to
the holders pursuant to the warrants. The warrants are

further described in Note (20) (c).

The 6%% notes were obligations of Chubb Capital
and were paid when due. The 6.15% notes, the 6% notes,

the 6.60% debentures and the 6.80% debentures are all
unsecured obligations of the Corporation.

The 7Y% notes are obligations of Chubb Executive
Risk Inc., a wholly owned subsidiary, and are fully and
unconditionally guaranteed by the Corporation.

Executive Risk Capital Trust, wholly owned by Chubb
Executive Risk, has outstanding $125 million of 8.675%
capital securities. The Trust in turn used the proceeds
from the issuance of the capital securities to acquire
$125 million of Chubb Executive Risk 8.675% junior
subordinated deferrable interest debentures due Febru-
ary 1, 2027. The sole assets of the Trust are the deben-
tures. The debentures and the related income effects are
eliminated in the consolidated financial statements. The
capital securities are subject to mandatory redemption on
February 1, 2027, upon repayment of the debentures.
The capital securities are also subject to mandatory re-
demption in certain other specified circumstances begin-
ning in 2007 at a redemption price that includes a make
whole premium through 2017 and at par thereafter.
Chubb Executive Risk has the right, at any time, to defer
payments of interest on the debentures and hence distri-
butions on the capital securities for a period not exceed-
ing ten consecutive semi-annual periods up to the
maturity dates of the respective securities. During any
such period, interest will continue to accrue and Chubb
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Executive Risk may not declare or pay any dividends to
the Corporation. The capital securities are uncondition-
ally and on a subordinated basis guaranteed by the
Corporation.

The Corporation is a party to a cancelable interest rate
swap agreement with a notional amount of $125.0 mil-
lion that replaces the fixed rate of the capital securities
with the 3-month LIBCR rate plus 204 basis points. The
swap agreement provides only for the exchange of inter-
est on the notional amount. The interest rate swap
matures in February 2027. The fair value of the swap at
December 31, 2002 was an asset of $16.0 million, in-
cluded in other assets, which has been offset by a corre-
sponding increase to long term debt.

The amounts of long term debt due annually during
the five years subsequent to December 31, 2002 are as
follows:

Years Ending

December 31 Mortgages Notes Total
- (in millions)
2003 .o $ 4 $100.0 $100.4
2004 .. 4 - 4
2005 .6 300.0 300.6
2006 ... .6 — 6
2007 ... 7 675.0 675.7

(c) Interest costs of $83.8 million, $55.0 million and
$52.9 million were incurred in 2002, 2001 and 2000,
respectively. Interest paid was $85.0 million, $55.5 mil-
lion and $52.7 millien in 2002, 2001 and 2000,

respectively.

(d) In June 2002, the Corporation entered into two
credit agreements with a group of banks that provide for
unsecured borrowings of up to $500 million in the
aggregate. The $250 million short term revolving credit
facility terminates on June 27, 2003 and may be renewed
or replaced. The $250 million medium term revolving
credit facility terminates on June 28, 2007. On the
respective termination dates for these agreements, any
loans then outstanding become payable. There have been
no borrowings under these agreements. Various interest
rate options are available to the Corporation, all of which
are based on market interest rates. The Corporation pays
a fee to have these credit facilities available. These facili-
ties replaced, on substantially the same terms, $500 mil-
lion of revolving credit facilities that were to expire in
July 2002. Unused credit facilities are available for gen-
eral corporate purposes and to support Chubb Capital’s
commercial paper borrowing arrangement.

62

(11) Reinsurance

In the ordinary course of business, the Corporation’s
insurance subsidiaries assume and cede reinsurance with
other insurance companies and are members of various
pools and associations. Reinsurance is ceded to provide
greater diversification of risk and to limit the maximum
net loss potential arising from large or concentrated risks.
A large portion of the reinsurance is effected under
contracts known as treaties and in some instances by
negotiation on individual risks. Certain of these arrange-
ments consist of excess of loss and catastrophe contracts
that protect against losses over stipulated amounts arising
from any one occurrence or event.

Ceded reinsurance contracts do not relieve the insur-
ance subsidiaries from their primary obligation to their
policyholders. Thus, a credit exposure exists with respect
to reinsurance ceded to the extent that any reinsurer is
unable to meet the obligations assumed under the rein-
surance contracts, The Corporation evaluates the finan-
cial condition of its reinsurers on an ongoing basis to
minimize its exposure to losses from reinsurer
insolvencies.

Premiums earned and insurance claims and claim ex-
penses are reported net of reinsurance in the consoli-
dated statements of income.

The effect of reinsurance on the premiums written and
earned of the property and casualty insurance subsidiar-

ies was as follows:
Years Ended December 31

2002 2001 2000
(in millions)
Direct premiums written . ., .. $ 97993 $ 75343 $6,741.6

Reinsurance assumed ........ 806.1 5252 384.4

Reinsurance ceded........... (1,558.1)  (1,098.0) (792.8)
Net premiums written. .. ... $ 90473 $ 6,961.5 $6,333.2
Direct premiums earned . . .. .. $ 8,743.8 $ 7,125.8 $6,550.2

Reinsurance assumed ........ 761.8 533.9 382.6
Reinsurance ceded........... (1,420.3)  (1,003.3) (786.9)

$ 80853 § 66564 $6,145.9

Assumed reinsurance premiums earned and written
and ceded reinsurance premiums earned and written for
2001 included reinstatement premiums of $95.0 million
and $65.0 million, respectively, related to the Septem-
ber 11 attack.

Reinsurance recoveries by the property and casualty
insurance subsidiaries that have been deducted from
insurance claims and claim expenses were $1,216.1 mil-
lion, $3,367.4 million and $791.0 million in 2002, 2001
and 2000, respectively. The 2002 and 2001 amounts
included recoveries of $177.1 million and $2,385.2 mil-
lion, respectively, related to the September 11 attack.




(12) Federal and Foreign Income Tax

(a) Income tax expense (credit) consisted of the following components:

Years Ended December 31

2002 2001 2000

(in millions)

Current tax {credit)

United Sates . . . . $ 324 $ (8.3) $152.1
Boreign . . 398 207 9.6
Deferred tax credit, principally United States............ ... . .. ... . . . (126.7) (189.9) (25.3)

$ (545) $(1775)  $1364

Federal and foreign income taxes paid were $38.5 million, $53.4 million and $159.7 million in 2002, 2001 and
2000, respectively.

(b) The effective income tax rate is different than the statutory federal corporate tax rate. The reasons for the
different effective tax rate were as follows:

Years Ended December 31
2002 2001 2000

% of % of % of
Pre-Tax Pre-Tax Pre-Tax
Amount Income Amount Income Amount Income

(in millions)

Income (loss) before federal and foreign income tax ............. $ 1684 $ (66.0) $ 851.0

Tax (credit) at statutory federal income taxrate................. $ 589 35.0% § (23.1) {35.0)% $ 297.9 35.0%

Tax exempt interest iNCOME . ... ... .o errtiiiin e (150.8) (89.5) (149.3) (226.2) (153.9) (18.1)

Valuation allowance ......... ... i i 40.0 23.7 — — — —

OLher, DIEE - v e e (26)  (L6) (5.1) (1D (7.6) (.9)
Actual tax (credit) .. ... $ (54.5) (32.4)% $(1775) (268.9)% $ 136.4 16.0%

(c) The tax effects of temporary differences that gave rise to deferred income tax assets and liabilities were as
follows:
December 31
2002 2001
(in millions)

Deferred income tax assets

Unpaid claims and claim eXpenses . ... ... ...ttt e $ 569.2 $ 560.3
Unearned Premilims . ... .. ..ottt ettt et e e e 278.8 2199
Postretirement benefits ... ... ... e 87.3 79.8
Alternative minimum tax credit carryforward ... ... . 1755 141.4
Foreign tax credits and operating loss carryforwards. .......... . . . 282.2 193.4
(@13 713 SR V- U T 95.1 61.1
1,488.1 1,255.9
Valuation allowance . . .. ... . e e e e (40.0) —
T Otal 1,448.1 1,255.9
Deferred income tax liabilities
Deferred policy acquUiSItion COSES . . ... o v ittt et e 352.6 2854
Unremitted earnings of foreign subsidiaries . ............. . . . 106.0 90.8
ReEal ESTALE ASSEES . . oottt e e e e e 61.7 68.8
Unrealized appreciation of iveStMEnts . . ... ..ottt e e e 3153 136.1
TOtal .o e s 835.6 581.1
Net deferred inCOME aX ASSEL . .. .o\t vttt et e et e e s et e e e e e $ 6125 $ 674.8

Deferred income tax assets are established related to the expected future U.S. tax benefit of losses and foreign taxes
incurred by the Corporation’s foreign subsidiaries. Realization of these deferred tax assets depends on the ability to
generate sufficient taxable income in future periods in the appropriate taxing jurisdictions. A valuation allowance of
$40.0 million was recorded at December 31, 2002 to reflect management’s assessment that the realization of a portion of
the deferred tax assets is uncertain due to the inability of a foreign subsidiary to generate sufficient taxable income in the
near term. Although realization of the remaining deferred tax assets is not assured, management believes it is more likely
than not that such deferred tax assets will be realized. Adjustments to the valuation allowance will be made when there is
a change in management’s assessment of the amount of deferred tax assets that is realizable.
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(13) Stock-Based Compensation Plans

(a) In 2000, the Corporation adopted the Long-Term Stock Incentive Plan (2000), which succeeded a similar
plan. The 2000 Plan provides for the granting of stock options, performance shares, restricted stock and other stock-
based awards to key employees. The maximum number of shares of the Corporation’s common stock in respect to

which stock-based awards may be granted under the 2000 Plan is 13,000,000. At December 31, 2002, 5,037,000 shares
were available for grant under the 2000 Plan.

Stock options are granted at exercise prices not less than the fair market value of the Corporation’s common stock
on the date of grant. The terms and conditions upon which options become exercisable may vary among grants. Options
expire no later than ten years from the date of grant.

Information concerning stock options is as follows:

2002 2001 2000
Number Weighted Average Number Weighted Average Number  Weighted Average
of Shares Exercise Price of Shares Exercise Price of Shares Exercise Price
Qutstanding, beginning of year ......... 18,376,304 $59.66 16,683,741 $55.66 14,565,584 $55.58
Granted ............coiiiiiiiii . 4,371,066 73.63 3,760,311 72.60 5,833,616 50.88
Exercised. ......... .. oo (2,276,529) 49.63 (1,740,701) 47.80 (3,242,900) 46.05
Forfeited . ...........c....cooiiiit (615,655) 71.91 (327,047) 67.51 (472,559) 60.13
Qutstanding, end of year .............. 19,855,186 63.51 18,376,304 59.66 16,683,741 55.66
Exercisable, end of year ............... 14,449,000 60.21 12,215,260 57.86 8,787,173 57.80
December 31, 2002
Options Outstanding Options Exercisable
Weighted Average
Range of Number Weighted Average Remaining Number Weighted Average
Option Exercise Prices Outstanding Exercise Price Contractual Life Exercisable Exercise Price
$395—84875 ...l 4,985,365 $46.55 5.3 4,985,365 $46.55
4975 — 7100 ........ ..ol 8,790,057 63.84 6.0 6,929,019 62.81
7107— 9210 ... 6,079,764 16.92 7.1 2,534,616 79.96

15,855,186 63.51 6.2 14,449,000 60.21

Performance share awards are based on the achievement of various goals over performance cycle periods and are
payable in cash, in shares of the Corporation’s common stock or in a combination of both. Restricted stock awards
consist of shares of common stock of the Corporation granted at no cost. Shares of restricted stock become outstanding
when granted, receive dividends and have voting rights. The shares are subject to forfeiture and to restrictions that limit
sale or transfer during the restriction period.

The Corporation uses the intrinsic value method of accounting for stock-based compensation, under which
compensation cost is measured as the excess, if any, of the quoted market price of the stock at the measurement date
over the amount an employee must pay to acquire the stock. Since the exercise price of stock options granted under the
Long-Term Stock Incentive Plans is not less than the market price of the underlying stock on the date of grant, no
compensation cost is generally recognized for such grants. However, certain options that were modified resulted in the
recognition of compensation cost of $0.6 million in 2002 and $9.4 million in 2001. The cost of performance share
awards is expensed over the performance cycle. An amount equal to the fair market value of restricted share awards at
the date of grant is expensed over the restriction period. The aggregate amount charged against income with respect to
performance share and restricted stock awards was $21.6 million in 2002, $16.5 million in 2001 and $11.5 million in
2000.

{b) The Corporation has a Stock Purchase Plan under which substantially all employees are eligible to purchase
shares of the Corporation’s common stock based on compensation. At December 31, 2002, there were 1,561,000 shares
subscribed, giving employees the right to purchase such shares at a price of $66.36 in June 2004. No compensation cost
has been recognized for such rights.
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(c) The Corporation has a leveraged Employee
Stock Ownership Plan (ESOP) in which substantially all
employees are eligible to participate. At its inception in
1989, the ESOP used the proceeds of a $150.0 million
loan from the Corporation to purchase 7,792,204 newly
issued shares of the Corporation’s common stock. The
loan is due in September 2004 and bears interest at 9%.
The Corporation has recorded the receivable from the
ESOP as a separate reduction of shareholders’ equity on
the consolidated balance sheets. This balance is reduced
as repayments are made on the loan principal.

The Corporation and its participating subsidiaries
make semi-annual contributions to the ESOP in amounts
determined at the discretion of the Corporation’s Board
of Directors. The contributions, together with the divi-
dends on the shares of common stock in the ESOP, are
used by the ESOP to make loan interest and principal
payments to the Corporation. As interest and principal
are paid, a portion of the common stock is allocated to
eligible employees.

The Corporation uses the cash payment method of
recognizing ESOP expense. In 2002, 2001 and 2000, cash
contributions to the ESOP of $11.2 million, $11.3 mil-
lion and $11.0 million, respectively, were charged against
income. Dividends on shares of common stock in the
ESOP used for debt service were $7.7 million for 2002,
2001 and 2000.

The number of allocated and unallocated shares
held by the ESOP at December 31, 2002 were 4,355,000
and 1,039,000, respectively. All such shares are consid-
ered outstanding for the computation of earnings per
share.

(14) Employee Benefits

(a) The Corporation and its subsidiaries have several
non-contributory defined benefit pension plans covering
substantially all employees. Prior to 2001, benefits were
generally based on an employee’s years of service and
average compensation during the last five years of em-
ployment. Effective January 1, 2001, the Corporation
changed the formula for providing pension benefits from
the final average pay formula to a cash balance formula,
which credits employees semi-annually with an amount
equal to a percentage of eligible compensation based on
age and vears of service as well as an interest credit based
on individual account balances. Employees hired prior to

2001 will generally be eligible to receive vested benefits
based on the higher of the final average pay or cash
balance formulas. This change in the pension benefit
formula did not have a significant effect on the Corpora-
tion’s financial position or results of operations.

The Corporation’s policy is to make annual contribu-
tions that meet the minimum funding requirements of
the Employee Retirement Income Security Act of 1974.
Contributions are intended to provide not only for
benefits attributed to service to date but also for those
expected to be earned in the future.

The components of net pension cost were as follows:

Years Ended December 31

2002 2001 2000
(in millions)
Service cost of current period . ... $ 321 $ 286 $ 264
Interest cost on projected

benefit obligation . ............ 46.9 43.9 40.2
Expected return on plan assets . . . . (51.9) (53.5) (49.9)
Other costs (gains) ............. 9.6 (5.0} (6.3)
Net pension cost .. ......... $ 367 $ 140 $ 104

The following table sets forth the plans’ funded status
and amounts recognized in the balance sheets:

December 31
2002 2001

(in millions)

Actuarial present value of projected benefit

obligation for service rendered to date ....... $745.9 $665.2
Plan assets at fair value ...................... 461.4 5388
Projected benefit obligation in excess of

planassets .......... .. ... .. 2845 1264
Unrecognized net gain (loss) from past

experience different from that assumed ...... (123.0) 4.0
Unrecognized prior service costs . ............. (18.0) (19.7)
Unrecognized net asset at January 1, 1985,

being recognized principally over 19 years .. ... 3 6

Pension liability included in other liabilities . . . . . $143.8 $111.3

|

The weighted average discount rate used in determin-
ing the actuarial present value of the projected benefit
obligation was 7% and 7Y% at December 31, 2002 and
2001, respectively, and the rate of increase in future
compensation levels was 4'2% for both years. The ex-
pected long term rate of return on assets was 8%4% and
9% at December 31, 2002 and 2001, respectively. Plan
assets are principally invested in publicly traded stocks
and bonds.
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(b) The Corporation and its subsidiaries provide certain
other postretirement benefits, principally health care and
life insurance, to retired employees and their beneficiaries
and covered dependents. Substantially all employees hired
before January 1, 1999 may become eligible for these
benefits upon retirement if they meet minimum age and
years of service requirements. The expected cost of these
benefits is accrued during the years that the employees
render the necessary service.

The Corporation dces not fund these benefits in
advance. Benefits are paid as covered expenses are in-
curred. Health care coverage is contributory. Retiree
contributions vary based upon a retiree’s age, type of
coverage and years of service with the Corporation. Life
insurance coverage is non-contributory.

The components of net postretirement benefit cost
were as follows:

Years Ended December 31

2002 2001 2000
(in millions)
Service cost of current period ...... $52 $ 5.0 $ 438
Interest cost on accumulated
benefit obligation ............... 9.9 9.2 8.7
Net amortization and deferral . ... ... (.9) (1.4) (1.5)

. $14.2 $12.8 $12.0

Net postretirement benefit cost . .

The components of the accumulated postretirement
benefit obligation were as follows:

December 31
2002 2001

(in millions)

Accumulated postretirement benefit obligation . . ... $155.0 $137.0
Unrecognized net gain from past experience

different from that assumed ............... .. 223 319
Postretirement benefit liability included in

other liabilities .......................... $177.3 $168.7
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The weighted average discount rate used in determin-
ing the actuarial present value of the accumulated postre-
tirement benefit obligation at December 31, 2002 and
2001 was 7% and 7'/4%, respectively. At December 31,
2002, the weighted average health care cost trend rate
used to measure the accumulated postretirement cost for
medical benefits was 9.3% for 2003 and was assumed to
decrease gradually to 5% for the year 2009 and remain at
that level thereafter. The health care cost trend rate
assumption has a significant effect on the amount of the
accumulated postretirement benefit obligation and the
net postretirement benefit cost reported. To illustrate, a
one percent increase or decrease in the trend rate for
each year would increase or decrease the accumulated
postretirement benefit obligation at December 31, 2002
by approximately $25 million and the aggregate of the
service and interest cost components of net postretire-
ment benefit cost for the year ended December 31, 2002
by approximately $3 million.

(c) The Corporation and its subsidiaries have a sav-
ings plan, the Capital Accumulation Plan, in which
substantially all employees are eligible to participate.
Under this plan, the employer makes a matching contri-
bution equal to 100% of each eligible employee’s pre-tax
elective contributions, up to 4% of the employee’s com-
pensation. Contributions are invested at the election of
the employee in the Corporation’s common stock or in
various other investment funds. Employer contributions
of $20.3 million, $18.6 million and $17.1 million were
charged against income in 2002, 2001 and 2000,
respectively.




(15) Commitments and Contingent Liabilities

(a) CFS participates in derivative financial instru-
ments, principally as a counterparty in portfolio credit
default swaps. CFS’s participation in a typical portfolio
credit default swap is designed to replicate the perform-
ance of a portfolio of corporate securities, a portfolio of
asset-backed securities or a specified pool of loans. The
Corporation has issued unconditional guarantees with
respect to all obligations of CFS arising from these
transactions.

CES’s aggregate exposure or retained risk, referred to
as notional amounts, from in force derivative financial
instruments was as follows:

December 31
2002 2001
(in billions)

Portfolio credit default swaps

Corporate securities ......................... $212  $ 45
Asset-backed securities .. ..................... 15.5 7.4
Loan portfolios. . .......oovviini i 2.0 2.4
38.7 14.3

Other ... . 4 1
Total .. $39.1  $14.4

|
|

Notional amounts are used to express the extent of
involvement in derivative transactions. The notional
amounts are used to calculate the exchange of contrac-
tual cash flows and are not necessarily representative of
the potential for gain or loss. Notional amounts are not
recorded on the balance sheet.

Future obligations with respect to derivative financial
instruments are carried at estimated fair value at the
balance sheet date and are included in other liabilities.
The fair value of future obligations under CFS’s deriva-
tive financial instruments was as follows:

December 31
2002 2001

{in millions)

Portfolio credit default swaps

Corporate Securities . ... .........o.oveenre. .. $ 882 $143
Asset-backed securities ............. ... ... .. 102.5 26.2
Specified loan portfolios ..................... 3.6 74
194.3 479

Other. ... 9.4 2.0
Total ... $203.7  $49.9

{b) A property and casualty insurance subsidiary is-
sued a reinsurance contract to an insurer that provides
financial guarantees on asset-backed transactions. At De-
cember 31, 2002, the aggregate principal commitments
related to this contract for which the subsidiary was
contingently liable amounted to approximately $350 mil-
lion, net of reinsurance. These commitments expire by

2023.

(c¢) The property and casualty insurance subsidiaries
have in force several gas forward purchase surety bonds.
The total amount of bonds with one principal, Aquila,
Inc., is $550 million. These bonds are uncollateralized.
The combined amount of all other gas forward surety
bonds is approximately $245 million. Approximately
$135 million of these bonds are uncollateralized. The
property and casualty insurance subsidiaries’ obligations
under these bonds will decline over the terms of the
bonds, the longest of which extends until 2012. The
obligations to pay under these surety bonds could be
triggered in the event of a bankruptcy filing with respect
to the principal as well as by its failure to supply gas
under forward purchase gas contracts. There is currently
no reinsurance in place covering the obligations under
any of these surety bonds.

(d) The Corporation and its subsidiaries occupy of-
fice facilities under lease agreements that expire at various
dates through 2019; such leases are generally renewed or
replaced by other leases. In addition, the Corporation’s
subsidiaries lease data processing, office and transporta-
tion equipment.

Most leases contain renewal options for increments
ranging from two to ten years; certain lease agreements
provide for rent increases based on price-level factors. All
leases are operating leases.

Rent expense was as follows:

Years Ended
December 31

2002 2001 2000

(in millions)
Office facilities . . ......................... $ 946 $823 §$75.2
Equipment ............... ... .. ... 170 155 146

$111.6 $97.8 $89.8

At December 31, 2002, future minimum rental pay-
ments required under non-cancellable operating leases
were as follows:

Years Ending

December 31 (in millions)

2003 oL $ 974
2004 e 89.4
2005 . 78.6
2006 .. 69.0
2007 o 66.2
After 2007 ... ... 338.0

$738.6

(e) The Corporation had certain commitments total-
ing $425 million at December 31, 2002 to fund limited
partnership investments. These capital commitments can
be called by the partnerships during the commitment
period (on average, 1-4 years) to fund working capital
needs or the purchase of new investments.
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(16) Earnings Per Share

Basic earnings per common share is based on net income divided by the weighted average number of common
shares outstanding during the year. Diluted earnings per share includes the potential dilutive effect of outstanding
awards under stock-based employee compensation plans and the mandatorily exercisable warrants to purchase the
Corporation’s common stock.

The following table sets forth the computation of basic and diluted earnings per share:
Years Ended December 31

2002 2001 2000
(in millions except for per share
amounts)
Basic earnings per share:
Nt ADICOMIE & .\ ottt ottt et e et e e e e $ 2229 $ 1115 $ 714.6
Weighted average number of common shares outstanding ............ ... . .. i, 170.5 172.2 174.3
Basic earnings Per share ... ... ... i $ 131 $ 65 $ 4.10
Diluted earnings per share:
NEt ICOME . . o o oot e ettt e e e e e e e e e e e e e e e e e e e e $ 2229 $ 1115 $ 714.6
Weighted average number of common shares outstanding ................. i 170.5 172.2 174.3
Additional shares from assumed exercise of stock-based compensation awards......................... 1.4 3.6 4.0
Weighted average number of common shares and potential common shares assumed outstanding for
computing diluted earnings per share . ... ... .. . 172.9 175.8 178.3
Diluted earnings Per shaTe ... .. ... ...ttt et e e $ 129 $ .63 $ 401

In 2002, 2001 and 2000, options to purchase 8.5 million shares, 4.0 million shares and 3.5 million shares of
common stock with weighted average exercise prices of $73.07 per share, $76.27 per share and $68.81 per share,
respectively, were excluded from the computation of diluted earnings per share because the options’ exercise prices were
greater than the average market price of the Corporation’s common stock. For additional disclosure regarding the stock-
based compensation awards, see Note (13).

The mandatorily exercisable warrants will have no effect on diluted earnings per share, except during periods when
the average market price of a share of the Corporation’s common stock is above the threshold appreciation price of
$69.10. Since the average market price of the Corporation’s common stock during the period the warrants were
outstanding was below this price, the shares issuable upon the exercise of the warrants were excluded from the
computation of diluted earnings per share.

(17) Comprehensive Income

Comprehensive income is defined as all changes in shareholders’ equity, except those arising from transactions with
shareholders. Comprehensive income includes net income and other comprehensive income, which for the Corporation
consists of changes in unrealized appreciation or depreciation of investments carried at market value and changes in
foreign currency translation gains or losses.

The components of other comprehensive income or loss were as follows:

Years Ended December 31

2002 2001 2000
Income Income
Before Income Before Tax Before Tax
ax Tax Net Tax (Credit) Net Tax (Credit) Net

(in millions)
Unrealized holding gains arising

during theyear ......... ...l $546.0 $191.1 33549 $ 50.8 $ 178  $ 330 $502.8 $136.6*  $366.2
Less: reclassification adjustment for

realized gains included in net income. .. ... 33.9 11.9 22.0 .8 3 .5 515 18.0 335
Net unrealized gains recognized

in other comprehensive income .......... 512.1 179.2 332.9 50.0 17.5 325 451.3 118.6 3327
Foreign currency translation gains (losses) . . . 258 9.3 16.5 (6.7) (2.2) (4.5) (36.6) (12.9 (23.7)

Total other comprehensive

HCOME .t i et $537.9 31885 33494 $ 43.3 $ 153 $ 280 $414.7 $105.7 $309.0

* Reflects a decrease of $39.4 million in a valuation allowance.
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(18) Fair Values of Financial Instruments

Fair values of financial instruments are based on
quoted market prices where available. Fair values of
financial instruments for which quoted market prices are
not available are based on estimates using present value
or other valuation techniques. Those techniques are
significantly affected by the assumptions used, including
the discount rates and the estimated amounts and timing
of future cash flows. In such instances, the derived fair
value estimates cannot be substantiated by comparison to
independent markets and are not necessarily indicative of
the amounts that could be realized in a current market
exchange. Certain financial instruments, particularly in-
surance contracts, are exciuded from fair value disclosure
reguirements.

The methods and assumptions used to estimate the fair
value of financial instruments are as follows:

(i) The carrying value of short term investments
approximates fair value due to the short maturities of
these investments.

(i) Fair values of fixed maturities with active mar-
kets are based on quoted market prices. For fixed
maturities that trade in less active markets, fair values
are obtained from independent pricing services. Fair
values of fixed maturities are principally a function of
current interest rates. Care should be used in evaluat-
ing the significance of these estimated market values
which can fluctuate based on such factors as interest
rates, inflation, monetary policy and general economic
conditions.

(iti) Fair values of equity securities with active
markets are based on quoted market prices. For other
equity securities, fair values are estimates of value.

(iv) Fair values of real estate mortgages and notes
receivable are estimated individually as the value of the
discounted future cash flows of the loan, subject to the
estimated fair value of the underlying collateral. The
cash flows are discounted at rates based on a U.S.
Treasury security with a maturity similar to the loan,
adjusted for credit risk.

(v) The fair value of the interest rate swap is based
on a price quoted by a dealer.

(vi) The carrying value of short term debt approxi-
mates fair value due to the short maturities of this

debt.

(vii) Long term debt consists of mortgages payable,
long term notes and capital securities. Fair values of
mortgages payable are estimated using discounted cash
flow analyses. Fair values of the long term notes and
capital securities are based on prices quoted by dealers.

(vili) Fair values of credit derivatives, principally
portfolio credit default swaps, are determined using
internal valuation models that are similar to external
valuation models. Such valuations require considerable
judgment and are subject to significant uncertainty.
The fair value of credit default swaps is subject to
fluctuations arising from, among other factors, changes
in credit spreads, the financial ratings of referenced
asset-backed securities, actual credit events reducing
subordination, credit correlation within a portfolio,
anticipated recovery rates related to potential defaults
and changes in interest rates.

The carrying values and fair values of financial instruments were as follows:

Assets
Invested assets

Short term INVEStMENtS . . ... ...\ttt e e et et

Fixed maturities (Note 5)

December 31

Equity securities

Interest rate swap

Liabilities

Held-to-maturity . ... .o
Available-for-sale . . ... .. .

Real estate mortgages and notes receivable (Note 7) ... .. ... ... i

Short term debt (Note 10) ... .. ..o
Long term debt {(Note 10) ... ... i e
Credit derivatives (Note 15) ... ot

2002 2001
Carrying Fair Carrying Fair
Value Value Value Value
(in millions)

................ $1,7567 $ 17567 % 9568 § 9568
794.9 850.7 1,2185 1,282.5
17,468.6 17,468.6 14,898.2 14,898.2
992.2 992.2 7104 7104
85.7 716 97.7 89.0
16.0 16.0 — —
— — 199.0 199.0
1,943.1 1,99%.9 1,351.0 1,387.1
203.7 203.7 499 49.9
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(19) Segments Information

The property and casualty operations include three reportable underwriting segments and the investment function.
The underwriting segments are personal insurance, commercial insurance and specialty insurance. The personal
segment targets the personal insurance market. The personal classes include automobile, homeowners and other
personal coverages. The commercial segment includes those classes of business that are generally available in broad
markets and are of a more commodity nature. Commercial classes include multiple peril, casualty, workers’ compensa-
tion and property and marine. The specialty segment includes those classes of business that are available in more limited
markets since they require specialized underwriting and claim settlement. Specialty classes include executive protection,
financial institutions and other specialty coverages.

CFS’s non-insurance business is primarily structured credit derivatives, principally as a counterparty in portfolio
credit default swap contracts. Previously, such operations were included in corporate and other.

Corporate and other includes investment income earned on corporate invested assets, corporate expenses and the
Corporation’s real estate and other non-insurance subsidiaries.

The accounting policies of the segments are the same as those described in the summary of significant accounting
policies in Note (1). Performance of the property and casualty underwriting segments is based on underwriting results
before deferred policy acquisition costs and certain charges. Investment income performance is based on investment
income net of investment expenses, excluding realized investment gains.

Distinct investment portfolios are not maintained for each underwriting segment. Property and casualty invested
assets are available for payment of claims and expenses for all classes of business. Therefore, such assets and the related
investment income are not allocated to underwriting segments.

Revenues, income before income tax and assets of each operating segment were as follows:
Years Ended December 31

2002 2001 2000
Revenues (in millions)
Property and casualty insurance
Premiums earned
Personal iNSUTANCE . . ... ..ottt e et e e $ 2,1302 $ 1,847.9 $ 1,620.6
Commercial INSUTATICE . . ..ttt t et ettt et e e e et 2,927.2 2,366.3 2,353.7
Specialty INSUTANCE . .. ..o 3,027.9 2,442.2 2,171.6
8,085.3 6,656.4 6,145.9
Investment income . ... ... .. 952.2 914.7 890.8
Total property and casualty iNSURANCe . . ... ..o\ttt e 9,037.5 7,571.1 7,036.7
Chubb Financial Solutions non-insurance business. .................. .o (50.5) 289 11.9
Corporate and other .. ... ... ... . 119.4 1532 151.4
Realized investment gains . ...... ... .. . s 339 .8 51.5
Total TEVEIIUES . ..\ttt ettt e e e e $ 9,140.3 $ 7,754.0 $ 7,251.5
Income (loss) before income tax
Property and casualty insurance
Underwriting
Personal insurance ........ ... i $ (1.9) $  (67.3) $ 807
Commercial INSUTANCE . ... oot et s (696.0) (290.2) (326.7)
Specialty INSUTANCE . .. ..o ottt e e (140.5) (632.8) 160.1
(838.4) (990.3) (85.9)
Increase in deferred policy acquisition costs . ... ... 2125 86.8 62.3
Underwriting 1oss. . . .ottt (625.9) (903.5) (23.6)
IDVESTMENT INCOME . < o o ettt et et e e e 919.4 902.6 879.2
Other charges . . ... oot (25.3) (52.3) (52.2)
Total property and casualty INSUFANICE . . . ..o ot i i oo e e 2782 (53.2) 803.4
Chubb Financial Solutions non-insurance business........... ... ... oo (69.8) 9.2 2.8
Corporate and other 10ss. . ... ... o i e (73.9) (22.8) (6.7}
Realized Investment Gains ... ...\ ottt e e 339 .8 51.5
Total income (loss) before income tax........ ..ottt $ 1684 $ (66.0) $ 8510
December 31
2002 2001 2000
(in millions)
Assets
Property and casualty insurance .. ... ... $32,804.5 $27,767.0 $23,066.1
Corporate and other .. ... ... . e 1,395.5 1,752.9 2,030.4
Adjustments and eliminations. .. ... .. (85.6) (70.9) (69.8)
Total @SSELS . ..ottt $34,114.4 $29,449.0 $25,026.7
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Property and casualty commercial insurance underwriting results for 2002 included aggregate net losses of
$700.0 million recognized in the third and fourth quarters related to asbestos and toxic waste claims. Specialty insurance
underwriting results for 2002 included a reduction in net surety bond losses of $88.0 million resulting from the
settlement of litigation related to Enron Corp.

Property and casualty underwriting results for 2001 included a loss of $635.0 million from the September 11 attack,
comprising $20.0 million in personal insurance, $103.2 million in commercial insurance and $511.8 million in specialty
insurance. Specialty insurance underwriting results in 2001 also included net surety bond losses of $220.0 million
related to the bankruptcy of Enron Corp.

Other charges included goodwill amortization of $19.9 million in both 2001 and 2000. Other charges for 2001 also
included $10.0 million for the Corporation’s share of the estimated losses of Hiscox from the September 11 attack.

The international business of the property and casualty insurance segment is conducted primarily through
subsidiaries that operate solely outside of the United States. Their assets and liabilities are located principally in the
countries where the insurance risks are written. International business is also written by branch offices of certain
domestic subsidiaries.

Revenues of the property and casualty insurance subsidiaries by geographic area were as follows:

Years Ended December 31
2002 2001 2000

(in millions)

Revenues
United States . .. ..o e e $7,518.4 $6,331.9 $5,914.9
Tternational . . ... 1,519.1 1,239.2 1,121.8
Total .« oo $9,037.5 $7,571.1 $7,036.7

(20) Shareholders’ Equity

(a) The authorized but unissued preferred shares may be issued in one or more series and the shares of each series
shall have such rights as fixed by the Board of Directors.

{(b) The activity of the Corporation’s common stock was as follows:
Years Ended December 31

2002 2001 2000

(number of shares)
Common stock issued

Balance, beginning of year .. ....... ... . 180,131,238 178,833,278 177,272,322
Share activity under option and incentive plans. .......... ... . i 165,596 1,297,960 1,560,956

Balance, end of year . ... ... .. e 180,296,834 180,131,238 178,833,278

Treasury stock

Balance, beginning of YEar .. ... ...t 10,059,857 3,914,105 1,782,489
Repurchase of shares ... ... o i 1,500,000 7,971,600 3,783,400
Share activity under option and incentive plans. .............c. i (2,464,695) (1,825,848) (1,651,784)

Balance, end of year ... ... . 9,095,162 10,059,857 3,914,105

Common stock outstanding, end of year. .. ... i i 171,201,672 170,071,381 174,919,173
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(¢) In November 2002, the Corporation issued
24 million mandatorily exercisable warrants to purchase
the Corporation’s common stock and $600 million of 4%
senior notes. The warrants and notes were issued to-
gether in the form of 7% equity units. For further
discussion of the notes and equity units, see

Note (10} (b).

Each warrant obligates the holder to purchase, and
obligates the Corporation to sell, on or before Novem-
ber 16, 2005, for a settlement price of $25, a variable
number of newly issued shares of the Corporation’s
common stock. The number of shares of the Corpora-
tion’s common stock to be purchased will be determined
based on a formula that considers the market price of the
Corporation’s common stock immediately prior to the
time of settlement in relation to the $56.64 per share sale
price of the common stock at the time the equity units
were offered. Upon settlement of the warrants, the
Corporation will receive proceeds of approximately
$600 million and will issue between approximately
8.7 million and 10.6 million shares of common stock.

The Corporation will make quarterly warrant fee
payments to the equity unit holders at a rate of 3% per
year on the stated amount of $25 per warrant until the
warrant is settled. The $49.9 million present value of the
warrant fee payments was accrued as a liability at the date
of issuance of the equity units with an offsetting charge
to paid-in surplus. The liability is included in other
liabilities. Subsequent warrant fee payments will be allo-
cated between this liability account and interest expense
based on a constant rate calculation over the term of the
warrants. Paid-in surplus also reflected a charge of
$15.0 million, representing the portion of the equity unit
issuance costs that was allocated to the warrants.

(d) The Corporation has a shareholders rights plan
under which each shareholder has one right for each
share of common stock of the Corporation held. Each
right entitles the holder to purchase from the Corpora-
tion one one-thousandth of a share of Series B Participat-
ing Cumulative Preferred Stock at an exercise price of
$240. The rights are attached to all outstanding shares of
common stock and trade with the common stock until
the rights become exercisable. The rights are subject to
adjustment to prevent dilution of the interests repre-
sented by each right.
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The rights will become exercisable and will detach
from the common stock ten days after a person or group
either acquires 20% or more of the outstanding shares of
the Corporation’s common stock or announces a tender
or exchange offer which, if consummated, would result
in that person or group owning 20% or more of the
outstanding shares of the Corporation’s common stock.

In the event that any person or group acquires 20%
or more of the outstanding shares of the Corporation’s
common stock, each right will entitle the holder, other
than such person or group, to purchase that number of
shares of the Corporation’s common stock having a
market value of two times the exercise price of the right.
In the event that, following the acquisition of 20% or
more of the Corporation’s outstanding common stock by
a person or group, the Corporation is acquired in a
merger or other business combination transaction or
50% or more of the Corporation’s assets or earning
power is sold, each right will entitle the holder to
purchase common stock of the acquiring company hav-
ing a value equal to two times the exercise price of the
right,

At any time after any person or group acquires 20%
or more of the Corporation’s common stock, but before
such person or group acquires 50% or more of such
stock, the Corporation may exchange all or part of the
rights, other than the rights owned by such person or
group, for shares of the Corporation’s common stock at
an exchange ratio of one share of common stock per
right.

The rights do not have the right to vote or to
receive dividends. The rights may be redeemed in whole,
but not in part, at a price of $0.01 per right by the
Corporation at any time until the tenth day after the
acquisition of 20% or more of the Corporation’s out-
standing common stock by a person or group. The rights
will expire at the close of business on March 12, 2009,
unless previously exchanged or redeemed by the
Corporation.




{e) The Corporation’s insurance subsidiaries are required to file annual statements with insurance regulatory
authorities prepared on an accounting basis prescribed or permitted by such authorities (statutory basis). For such
subsidiaries, generally accepted accounting principles {GAAP) differ in certain respects from statutory accounting
practices. Effective January 1, 2001, the Corporation’s U.S. domiciled insurance subsidiaries adopted the National
Association of Insurance Commissioners’ Codification of Statutory Accounting Principles {Codification ). Codification
is intended to standardize regulatory reporting to state insurance departments. The adoption of Codification increased
the statutory basis policyholders’ surplus of the Corporation’s insurance subsidiaries at December 31, 2001 by
approximately $295 million.

A comparison of shareholders’ equity on a GAAP basis and policyholders’ surplus on a statutory basis is as follows:
December 31

2002 2001
GAAP Statutory GAAP Statutory
(in millions)
Property and casualty insurance subsidiaries .. ........ ... ... .. o $7,843.1 $4,512.2 $6,566.6 $3,814.8
Corporate and Other .. ... ... it e (983.9) (41.3)
$6,859.2 $6,525.3

A comparison of GAAP and statutory net income (loss) is as follows:
Years Ended December 31

2002 2001 2000
GAAP Statutory GAAP Statutory GAAP Statutory
(in millions)
Property and casualty insurance subsidiaries .................. $303.7 $ (49.0) $ 95.0 $(239.2) $711.3 M
Corporate and other . ............ ..ot _(80.8) 165 33
222.9 $11*15 $714.6

(f) As a holding company, the Corporation’s ability to continue to pay dividends to shareholders and to satisfy its
obligations, including the payment of interest and principal on debt obligations, relies on the availability of liquid assets
in the Corporation, which is dependent in large part on the dividend paying ability of its property and casualty insurance
subsidiaries. Various state insurance laws restrict the Corporation’s property and casualty insurance subsidiaries as to the
amount of dividends they may pay to the Corporation without the prior approval of regulatory authorities. The
restrictions are generally based on net income and on certain levels of policyholders’ surplus as determined in
accordance with statutory accounting practices. Dividends in excess of such thresholds are considered “extraordinary”

and require prior regulatory approval. During 2002, these subsidiaries paid cash dividends to the Corporation totaling
$240 million.

The maximum dividend distribution that may be made by the property and casualty insurance subsidiaries to the
Corporation during 2003 without prior approval is approximarely $445 million.




REPORT OF INDEPENDENT AUDITORS

ERNST & YOUNG LLP
5 Times Square
New York, New York 10036

The Board of Directors and Shareholders
The Chubb Corporation

We have audited the accompanying consolidated balance sheets of The Chubb Corporation as of December 31,
2002 and 2001, and the related consolidated statements of income, shareholders’ equity, cash flows and comprehensive
income for each of the three years in the period ended December 31, 2002. These financial statements are the
responsibility of the Corporation’s management. Qur responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of The Chubb Corporation at December 31, 2002 and 2001 and the consolidated results of its
operations and its cash flows for each of the three years in the period ended December 31, 2002 in conformity with
accounting principles generally accepted in the United States.

February 28, 2003
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REPORT OF MANAGEMENT

Management is responsible for the integrity of the
financial information included in this annual report and
for ascertaining that such information presents fairly the
financial position and operating results of the Corpora-
tion. The accompanying consolidated financial state-
ments have been prepared in conformity with accounting
principles generally accepted in the United States. Such
statements include informed estimates and judgments of
management for those transactions that are not yet com-
plete or for which the ultimate effects cannot be precisely
determined. Financial information presented elsewhere
in this annual report is consistent with that in the
financial statements.

The accounting systems and internal accounting con-
trols of the Corporation are designed to provide reasona-
ble assurance that assets are safeguarded against losses
from unauthorized use or disposition, that transactions
are executed in accordance with management’s authoriza-
tion and that the financial records are reliable for prepar-
ing financial statements and maintaining accountability
for assets. Qualified personnel throughout the organiza-
tion maintain and monitor these internal accounting
controls on an ongoing basis. In addition, the Corpora-
tion’s Internal Audit Department systematically reviews
these controls, evaluates their adequacy and effectiveness
and reports thereon.

The Corporation engages Ernst & Young LLP as
independent auditors to audit its financial statements and
express their opinion thereon. They have full access to
each member of management in conducting their audits.
Such audits are conducted in accordance with auditing
standards generally accepted in the United States and
include a review and evaluation of the system of internal
accounting controls, tests of the accounting records and
other auditing procedures they consider necessary to
express their opinion on the consolidated financial
statements.

The Corporation’s accounting policies and internal
controls are under the general oversight of the Board of
Directors acting through its Audit Committee. This
Committee is composed entirely of Directors who are
not officers or employees of the Corporation. The Com-
mittee meets regularly with management, the internal
auditors and the independent auditors to review the
accounting principles and practices employed by the
Corporation and to discuss auditing, internal control and
financial reporting matters. Both the internal and inde-
pendent auditors have, at all times, unrestricted access to
the Audit Committee, without members of management
present, to discuss the results of their audits, their
evaluations of the adequacy of the Corporation’s internal
accounting controls and the quality of the Corporation’s
financial reporting, and any other matter that they be-
lieve should be brought to the attention of the
Committee.
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(a)

(b

{c)

QUARTERLY FINANCIAL DATA

Summarized unaudited quarterly financial data for 2002 and 2001 are shown below. In management’s opinion, the

interim financial data contain all adjustments, consisting of normal recurring items, necessary to present fairly the results
of operations for the interim periods.

Three Months Ended

March 31 June 30 September 30 December 31
2002 2001 2002 2001 2002(b) 2001(c) 2002(d) 2001 (e)
{in millions except for per share amounts)
Revenues. ........ocovvviinieeneeinn.. $2,105.2 $1,891.5 $2,223.5 $1,914.5 $2,364.4 $1,956.3 $2,447.2 $1,991.7
Claims and expenses{a) ............... 1,860.3 1,682.1 1,961.9 1,748.3 2,797.0 2,383.7 2,352.7 2,005.9
Federal and foreign income tax (credit) 46.7 344 51.4 19.4 (190.5) (188.4) 379 (42.9)
Net income (loss) ................ $ 1982 $ 175.0 $ 2102 $ 146.8 $(242.1) $(239.0) % 566 $ 287
Basic earnings (loss) per share ......... $ 1.17 $ 100 $ 122 $ 84 $ (142) 3% (140) $ .33 $ 17
Diluted earnings (loss) per share ....... $ 115 $ 97 $ 120 $ 83 $ (142) $ (1400 % 33 $ 16
Underwriting ratios
Losses to premiums earned .......... 64.4% 67.0% 66.2% 70.0% 98.8% 105.7% 70.3% 79.9%
Expenses to premiums written........ 315 329 31.8 335 31.2 321 309 320
Combined . .............oviiie. 95.9% 99.9% 98.0% 103.5% 130.0% 137.8% 101.2% 111.9%

Effective January 1, 2002, the Corporation adopted Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other
Intangible Assets. Under SFAS No. 142, goodwill is no longer amortized. Goodwill amortization in each of the quarters of 2001 was
approximately $5 million {approximately $0.03 per share).

In the third quarter of 2002, claims and expenses included net losses of $625.0 million ($406.3 million after-tax or $2.38 per basic and diluted
share) related to asbestos and toxic waste claims. Excluding the impact of such losses, the losses to premiums earned ratio was 68.7% and the
combined ratio was 99.9%.

In the third quarter of 2001, revenues included reinstatement premiums of $30.0 million and claims and expenses included costs of
$675.0 million related to the September 11 attack. Net income for the quarter was reduced by $420.0 million or $2.46 per basic and diluted share
for the after-tax effect of the net costs. Excluding the impact of the September 11 attack, the losses to premiums earned ratio was 67.2%, the
expenses to premiums written ratio was 32.7% and the combined ratio was 99.9%.

In the fourth quarter of 2002, claims and expenses included net losses of $75.0 million ($48.7 million after-tax or $0.29 per basic and diluted
share) related to asbestos claims and a reduction in net surety losses of $88.0 million ($57.2 million after-tax or $0.33 per basic and diluted share)
resulting from the settlement of litigation related to Enron Corp. Excluding the effect of such losses, the losses to premiums earned ratio was
70.9% and the combined ratio was 101.8%. Federal and foreign income tax included a $40.C million ($0.23 per basic and diluted share) tax
valuation allowance from not being able to recognize, for accounting purposes, certain U.S. tax benefits related to European losses.

In the fourth quarter of 2001, claims and expenses included net surety bond losses of $220.0 million related to the bankruptcy of Enron Corp.,
resulting in an after-tax charge to net income of $143.0 million or $0.83 per diluted share ($0.85 per basic share). Excluding the effect of the
Enron surety losses, the losses to premiums earned ratio for the quarter was 67.0% and the combined ratio was 99.0%.

CovMMON STOoCK DATA

The common stock of the Corporation is listed and principally traded on the New York Stock Exchange (NYSE)

under the trading symbol “CB”. The following are the high and low closing sale prices as reported on the NYSE
Composite Tape and the quarterly dividends declared per share for each quarter of 2002 and 2001.

2002
First Second Third Fourth
Quarter Quarter Quarter Quarter
Common stock prices
High o $75.32 $78.20 $70.51 $62.23
L OW o e e 65.20 69.35 5391 52.20
Dividends declared . . ... . . .35 35 .35 .35
2001
First Second Third Fourth
Quarter Quarter Quarter Quarter
Common stock prices
High ..o $83.44 $79.00 $76.89 $77.66
DO oottt e 65.27 64.32 58.59 66.02
Dividends declared . .. ... ... .. . e 34 34 34 .34

At January 31, 2003, there were approximately 6,100 common shareholders of record.

The declaration and payment of future dividends to the Corporation’s shareholders will be at the discretion of the
Corporation’s Board of Directors and will depend upon many factors, including the Corporation’s operating results,
financial condition and capital requirements, and the impact of regulatory constraints discussed in Note (20) (f) of the

Notes to Consolidated Financial Statements.
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PaTricia SkoLp

GaiL W. Soja

Ricnarp P Soja
Epwarp G. SpeLL

PauL M. STACHURA
Jonn M. Sworps
TimoTHy ). SzerLONG
CurirronN E, THOMAS
Bruce W. THORNE
Janice M. ToMLINSON
Rocer D. TRaCHSEL
Gary TrusT

PeTER ]. Tucker
Wittiam P TuLwy
CaroLk J. WEBER
RicHARD V. WERNER
James L. WesT
Karnieen O. ZORTMAN

Senior Vice President and
Chief Accounting Officer
Henry B. ScHram

Senior Vice President and
Chief Actuary
Davip G. HarTMaN

Senior Vice Presidents and
Actuaries

W. Brian Barnes
James E. BiLLer
ADRIENNE B. Kang
MicHaeL E McManus
Keitn R. SeaLping

Senior Vice President and
General Counsel
Joanne L. Boser

Senior Vice President and
Deputy General Counsel
WiLtiam J. MURRAY

Warter P. Guzzo
Davip G. HarT™MAN
Jayne E. Hio

Kim D. Hocrere
Doris M. JoHNsON
Ravrn E. Jongs, 111
Joun E KEArRNEY
Joun E Kirey, Jr.
Magrk P. Korsgaarnp
Paut J. Krump
DonaLp B. Lawson
RoBERT M. Lynyak
MicHAEL ]. MARCHIO

Senior Vice President and
Secretary
Henry G. Gutick

Senior Vice President and
Treasurer
PHivip ]. SEMPIER

Vice Presidents

JitL A. ABERE
VINCENT R. AGNEW
VALERIE A. AGUIRRE
PeTER L. AtTKEN
James D. ALBERTSON
James E. Autman
JoHN C. ANDERSON
Mary S. Aquino
MicHAEL ARCURI
RoNnaLp ). Arico
BrENDAN ARNOTT
RoBERT J. Asensio
Mary ANN AVNET
DoroTHY M. BADGER
Kirk O. BaiLgy
WaLTER BakER, Jr.
GRreGORY P. BaARABAS
AcHiLes I. BArBaTsOULIS
Davip A. BarcLay
Frances M. BarrooT
RicHarp W. BARNETT
WiLtiam E. Bargr, Jr.
JorN A. BARRETT
BreT A. BARTAK
WayNE A. Baver
Jonn L. Baviey
ARTHUR J. BEAVER

R. Kerry BesNia
Davip H. BisseLe
StaNLEY V. BLoom
PeTer G. BoccHER
CHarugs A. Borpa
THoMmas S. BoTsFORD
THoMas B. BreiNer
JEFFREY M, BROWN
JerF H. BRUNDRETT
Joun E. Bryer, 111
Patricia A. Buss
JouN A. BurkHARrT, 1]
James D. ButcharTt
Pautr J. BuTLer
WarTer K, Cain
RoBerT E. CaLLaRD
ScorTt CaRROLL
James M. CarsoN
Joun C. CavaNaucH
Micnaet A. CHanG
Steven M. CHirico
KenNeTH CHUNG
Ricuarp A, CiuLio
Laura B. CLark
Frank L. CLavyBrOOKS
Tueopore R. CLayTon
ArTHUR W. COHEN
WirtLiam T. Conway
Joun P. Coonan
TimoTHY J. CoveLLo
Epwin E. CreTER
Wittiam S, CrROWLEY
DouctLas J. DaLrymPLE
CHRISTINA A. Dart
Mark W. Davis
Bruce V. Day

CaroL A. DeFrance
Gary R. DeLong
PriLLir C. DEMMEL
Joseru C. Dempsey
Joun M. DENEGRE
Susan DeVRIES AMELANG
Desra A. Diken
TimorHy R. DivELEY
Rosert J. DONNELLY

GEeorcE E MarrTs
CHaries G. McCaic
ANDREW A. McELWEE, JR.
DoNaLp E. MErGEN
ELLen J. Moore

Harorp L. Morrison, Jr.
THomas F MoTaMED

D. Upo Nixpors

Josern C. O'DoNNELL
MicHaeL O'ReiLLy

Gary C. PETrROSING
Steven R. Pozz1
Marjorie D. RaiNgs

Brian J. DoucLas
AvrrreD C. Drowng
Marxk D. DucLE

Kerrs M. Dunrorp
Lesuie L. EpsaLr
RicHarD ]. EpsaLL
TimoTHY G. EHRHART
James P. EKpaHL

Rick . ELDRIDGE

NiLo S. EnriQuEZ
Victoria S. Esposito
TimoTHY ]. FARr
MicnELE N. FiNcHER
Puiie G. Forz

Lori D. FoucHEg
Patrick G. Fouche
Paur W. FrankLIN

Joun B. Fuoss
FrepERICK W. GAERTNER
ANTHONY S. GALBAN
Thomas ]. GANTER
MicHaeL GARCEAU
WaLLace W. GARDNER, JRr.
Donaip M. GARrvey, Jr.
Rosert D. GaTtes

Mark D. GarLirr

Nep [. GERSTMAN

Joun C. Gisson, Jr.
Karen R. Grappen
Joserning A. Goopwin
Luis A. GraNaDoOs
PerRY S. GRANOF
THoMmas A. GuiTiaN
Marc R. HacHey
Nancy HALPIN-BIRKNER
RoBerT A. HAMBURGER
James R, Hamitton
Lawrence T. Hannon, Jr.
James HasLey

Gary L. Hearp
MichaeL W. HEemBrOCK
JoHn HErNANDEZ
Steven D. HERNANDEZ
Freperick P HessENTHALER
MaureenN Y. Hicpon
Hewnry B. Horrer
JerFrEY HOFFMAN
PaMmeLa D. Horrman
Roeert S. HoLLEy, Jr.
Epwarp [. Howaro
MicHatL S. Howey
THomas B. HowLann
RoserT A, Ivey, I1]
Patricia L. Jackson-Hart
STEVEN JAKUBOWSKI
MARK JAMES

JoHn M. JeFFREY
CoOLLEEN A, JENNINGS
Braprorp W. Jones
JoHN ). Juarsz, Jr.
CeLiNE E. KacMarek
Susan M. KaLison Kare
Davip L. Keenan
DeBra ANN KEISER
Timotny J. KeLLy
Bertiva E KeLLy
Tromas R. Kerr
Parricia J. Key

EvsBeTH KirkPATRICK
MARGARET A. KLosE
CiLLe KocH

Josepr M. Korkucn
Linpa A. KorTLANDT
KaTtHLEEN W. KouFacos
Uru KrRELL

JonN B. KRrisTIANSEN
JacoueLine T. La Rock
James V. LaLor

PauL A. Larson

Mary M. LEany
LeoroLp H. LEMMELIN, 11

Dino E. Rosusto
PauL E Romano
Parker W. RusH
Henry B. ScHram
TimoTHY ). SzerLoNG
RoBerT W. TESCHKE
JanNice M. ToMLINSON
Gary TrusT
WiLLiam P. TuLry
Bert Van Der Vossen
TrHoMas T. WARDEN
Herman G. Weiss

KeLLy Lewis

RoBerT A. LipPERT
Freperick W. LoBDELL
Mark A. Locke
DonNa M. LoMBARDI
KatHiLeen K. Lusin
MarTHEW E. LuBin
Bevervy J. Lugns
RoBerT LYyNCH

Heten A. Maksymiux
MicHaEL ). MALONEY
Barry K. MaNsour
MichagL L. MaRINARO
KaTHLEEN P. MarvEL
MELissa S. MasLEs
Brian MATES
RicHarp D. Mauk
Frances K. McGuinn
Davip P. McKeon
Euizagers C. McCarThyY
James C. McCarTry
Lisa M. McGee
Denise B. MeLick
RoserT MEOLA

Josern G. MERTEN
Scott D. MEYERS
RoserT P. Minwoon
Mark A. MILEUSNIC
ANN M. Minzner CoNLEY
JoHN MOELLER
ANDREA M. MoLLica
Terry D. MoNTGOMERY
GreGory D. Moore
PauL N. MORRISSETTE
MarTHEW A. MUELLER
RicHarn P. Munson
Lauren C. NaGLE
James R. Nast

LynnN S. NEVILLE
JEnNIFER K. NEWsoM
CaTHERINE . NIKODEN
StanLEy D. Nixon
Doucras A. NorpSTROM
Raymonn C. O'Byrng
Nancy A. O DoNnNeLL
KerLy P O'Leary
Michagl W. O'MaLLey
Joun A. O'Mara
MicragL D. Oree
Katrnreen A. ORENCZAK
JonN S. OsaBen

Joan L. O'SuLLivan
PETER PALERMO

JosepH A. PaLLaDine
KrisTEN Parx

Nancy D, Pate-Neuson
AUDREY L. PETERSEN
Jane M. PETERsON
JEFFREY PETERSON
IrReNE D. PETILLO
DonaLp W. PETRIN
James J. Prrrincer
MaRyY BETH PITTINGER
James H. ProFERrES
Paut T. PRUETT

Eric Pruss

JoserpH W. PTASZYNSKI
WiLtiam ]. PuLeo
DoucLas J. PurceLL
MaRLIN ]. Quick
Marjorig D. RaINEs
Richarp D. Reep
Ricnarn P Reep
RoserT REEDY

JosepH A. Riccio
JENIFER L. RINEHART
BarBara Ring

Eric M. RIVERA
NicHoLas Rizzi

Frank E. RoBeErTsON
Magrk J. RosinNson
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Officers

Davip C. RoBinson
AnNE Rocco
Epwarp E RoCHFORD
MaryLou RODDEN
Beatriz RODRIGUEZ
Tromas ]. RoesseL
JamEs RoMANELLL
Mary E. Russo
JerFrRey W. Ryan
Rutn M. Ryan
JuoiTH A. SAMMARCO
RoeerT E SanTORO
PaTriCiA L. SARANT
Mary A, SCELBA
Eric D. ScuaLL
ANTHONY C. SCHIAVONE
RogerT E ScHMID
MicEAEL A. SCHRAER
Brap S. ScHrUM
RoeerT D. ScHuck
STEVEN SCHULMAN
MaRrk L. ScHUSSEL

DOREEN SEMPIER
Asuwin K. SHAH
Mary T. SHERIDAN
ANTHONY W. SHINE

DonNatp L. SiEGRisT, JR.

MicHAEL A. SLor
Joun P. SmirH

Kevin G, SmiTH
Scott E. SMmiTH
VERONICA SOMARRIBA
VicTor ]. SorpiLLo
Jooy E. SpecuT
ScotT R. SPENCER
MicHAEL E. StapLeTON
Mario A. Stasst
KurTt R. STEMMLER
KeNNETH ]. STEPHENS
Victor C. STEWMAN
Lioyp ). Stoik

Dorit D. STRAUS
DiaNe T. STREHLE
PauL A. SuLLivan

JoeL M. TEAaLER
Scott B. TELLER
Josepu R. TErest
Rogert W. TEsCHKE
JaMmEs S. THIERINGER
PetEr . THOMPSON
KaTHLEEN M. TiERNEY
EpwarD TirPAK
Dionysia G. ToreGas
Ricnarp E. TowLe
JoEL S. TownseND

WiLLiam C. TUrNBULL, JR.

MicHELE E. Twyman
RicHarD L. UGHETTA
Paura C. Umreixo
JerFrey A. UpDYKE
Emiy J. UrBaN
Loust E. VALLEE
Epcarpo Van RuHYN
NivaLpo VENTURINI
PeTER H. Voo, 11
Kirk A. Voisin

FEDERAL INSURANCE COMPANY

Officers

Chairman and Chief Executive

Officer
Joun D. FINNEGAN

President and Chief Operating

fficer
TroMmas E MotaMep

Senior Vice Presidents
Brennon R. ALLan
Sraniey V. BLoom
Rocer C.P. BRooKHOUSE
Joun . DegNan

lan R. FARAGHER

Crris J. GILEs
CHRISTOPHER HaMiLTON

CHUBB INSURANCE COMPANY OF CANADA

Directors

JoeL D. ARONCHICK
Diane P. BaxTer

Officers

Chairman, President and Chief

Executive Officer
Janice M. ToMLINSON

Senior Vice Presidents
Diane P. BaxTer
Giovannt Damiano

MaRrk T. LINGAFELTER
FrepericK W. LOBDELL
DonaLp E. MERGEN
Micraer O'ReiLLy
Gary C. PETROSINO

Senior Vice President
and General Counsel
Joanne L. BoBer

Vice Presidents

PauL BaLpaccHiNo
STEPHEN BLasiNa
Ronan BoORRELL
TaoMas B. BREINER
Marcowm B. Burton

Denis C. Brown
Joun D. FINNEGAN

James V. NEwMaN
D. Upo Nixpore
Rictarp E NopLes
SusaN VELLA

Senior Vice President and Chief

Financial Officer
Georrrey D. SHIELDs

RoeerT E. CaLLARD
MicHAEL ]. CasELLA
TerrENCE W. CaVANAUGH
Jackie CHane

Bay Hon CHiNn
Micraer CoLLing
ANDRE DALLAIRE
JonaTHAN DoHERTY
Rick J. ELDRIDGE
BranT W. FREE, JR.
BaxTer W. GrRaHAM
LawRENCE GRANT
Rick A. Gray
MicHAEL S. Howey
Georck X.Z. Huanc
Jon Kave

Barry T. GRANT
D. Upo Nixporr

Vice Presidents

JEAN BERTRAND
Barry BLACKBURN
Leeann Bovp
NicoLe BROUILLARD
Davip Crozier
Patricia Ewen

RICHARD VREELAND
JuL E. WapLunp
CharrLes J. WaLKONIS
Susan C. WALTERMIRE
CHRISTINE WARTELLA
WaLTER B. WasHINGTON
Evan P WasserMAN
MAUREEN B. WATERBURY
Ryan L. Warson
ErroL L. WHISLER

W. James WHITE, JR.
JupiTH A. WIELAND
RoBerT C. WiceER
Davip B. WiLLiams
Owen E. WiLLiams

G. Eucene WiLLiaMs
Jeremy N.R. WiNTER
SuzanNe L. WiTT
Avran ]. Wonsowskl
Gary C. WoobriNG
GLENN ], WRIGHT
STEPHEN ]. Zappas

James E. Kerns

IReNE Liang

AmeLia C. LyncH
RoBERT A. MarzOCCHI
MELIssa S. MastLEs
Davip P. McKeon
Mark A. MiLEUsNIC
Mark B. MiTcHELL
GLENN A. MONTGOMERY
DoucLas J. PURCELL
Magrjorie D. Ramves
Frank E. RoBERTSON
Parker W. RusH
Henry B. Schram
STEPHEN P. Tasy
Janice M. ToMLINSON

CRawFORD W. SPRATT
James D. THORNDYCRAFT

Ronee GERMAN
GaLe LEwis

SusanN MacEACHERN
Mary MaLongy
MicraEL J. ORRELL
GARTH PEPPER
Davip Price

CHUBB INSURANCE COMPANY OF EUROCPE, S.A.

Directors

JoeL D. AronNcHick
Grecory GEORGIEFF

Officers

(l’jre;idem and Chief Executive

cer
Chrus J. GIiLEs

Executive Vice President
GRreGORY GEORGIEFF

Senior Vice Presidents
Davip ]. Brosnan
PauL CHAPMAN
Carros MEerinO
Karen MoRrRris

Mosgs 1. OJEISEKHOBA
JariL REHMAN

Joun Sims

Bert Van Der Vossen
PauL R. Van PeLy
TraoMmas T. WARDEN
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Curis J. GiLes

Senior Vice President and
Chief Fiancial Officer
Kevin O'SHIEL

Senior Vice President and
Actuary
Covrin CroucH

Vice Presidents

Davip ADaMs

DIDIER ARMINJON
Jan AUgrRBACH

Lotr1 BaccoucHEe
RoN Bakker

Janic BaUDRIHAYE
HuserT BELANGER
BernHARD BuDDE
Baupouin CAILLEMER

Kevin O'SuieL

Crive CHIPPERFIELD
BerNARD CLAUDINON
Joe Copp

Byan Darrar:
THiERRY DAUCOURT
CuristiaN De HericourT
Privippe DEVERDUN
RoBERT Dimsey
JonaTHAN DyE
Harcyon ELuis
Jonannes ErTen
RicHarD EveLricH
Anpre Forp

Barrv GoLDSMITH
Rick A. Gray
CaroLyny HamiLton
Eric HasseL

RoBerT Haury
IsaBeLLe HiLAIrRE

Sir Davip G. Scrotey, CBE

Horst IHLAS

Criree Kocn
Monigue Koonyman
ANDREAS LUBERICHS
DaNIEL MauRrer
ANDREW McKEe
SiMON MOBEY
MiIGUEL MoLina
Tom NEWARK
CLEMENS NIEUWENSTEIN
RENE NIEUWLAND
JoNaTHAN PHILLIPS
HucH PoLLineToN
JoNaTrHAN PooLE
Davip Rosinson
Joun Roome
VITTORIO ScALA
HEeNRIK SCHWIENING

ANN H. Zarrazny
CyNTHIA ZEGEL

Vice Presidents and
Actuaries

PeTER V. BURCHETT
JosepH E. FREEDMAN
Linpa M. Gron
Kevin A. KesBy
Heatner E. Yow

Vice President and
Coverage Counsel
Louis Nacy

Vice Presidents and
Associate Counsels
Martaew CAMPBELL
SUZANNE JOHNSON
Susan J. Murr
STEPHEN P. Tasy
Linpa E WaLker

SterHEN P WaRREN
WorrcanG WEIS
KivosHi YamamoTo
Doreen Yie

Vice President and
Actuary
Davip G. HArRTMAN

Vice President and
Secretary
Henry G. Guiick

Vice President and
Treasurer
PHiLp J. SEMPIER

Janice M. ToMLINSON

SAMI SAYEGH

FRED SHURBAJI
ANDREW STEEN
Tromas T. WarDEN

Secretary
CrawrORD W. SpRATT

BErT VAN DER Vossen

COVINGTON SHACKLEFORD
ALAN SHEIL

Eric Sinewick

CHris TarT

Linpsay TavLor

PETER THOMAS

RoBerT TROTT

Heren TURNER

ALBERT VAN KERCKHOVEN
SiMON WARNER
Wovrrcanc Weis

BernD WIEMANN

SiMon Woobp

MiLes WriGHT

Vice President, General Counsel

and Secretary
RanaLp T.I. Munro




Subsidiaries

Property and Casualty Insurance
FepeEraL INsURANCE CoMPANY
ViG1LANT INSURANCE COMPANY
GRreat NORTHERN INsurRancE COMPANY
Paciric InpEMNITY COMPANY
NoRTHWESTERN Paciric INDEMNITY COMPANY
Texas PaciFic InpEmNITY CoMPANY
Executive Risk INDEMNITY [NC.
Execurive Risk Speciarty INsuraNce CompaNY
QUADRANT INDEMNITY COMPANY
Cruuse Custom INsurance CoMPANY
CHuUBB CORPORATE SOLUTIONS INSURANCE COMPANY
Cuuss INDEMNITY INSURANCE COMPANY
Cnuues InsuraNcE CoMmpany oF NEW JERSEY
Cuuss NaTionaL InsurancE CoMPANY
CHUBB ATLANTIC INDEMNITY, LTD.
CHuBB InsURANCE CoOMPANY OF AUSTRALIA, LIMITED
Cruss Insurance CoMPaNY OF CANADA
Chnuss Insurance Company oF EUROPE, S.A.
CHUBB ARGENTINA DE SEGUROS, S.A.
CHUBB DO BrasiL CoMPANHIA DE SEGUROS
Cuuss pE CoromBia Compaiia DE SEGUROS S.A.
Cuuss DE CHILE CoMPaRia DE SEGUROS GENERALES S.A.
Chaues pDE Mexico, CoMPANIA AFIANZADORA, S.A. DE S.V.
Cnues pE Mexico, CoMPaNIA DE SEGUROS, S.A. DE S.V.
Chuss pE VeEnNEzUELA CoMpPaNIa DE SEGuros C.A.

PT Asuranst CHUBB INDONESIA

Property and Casualty Insurance Underwriting Managers

Chruss & Son, A pivisioN ofF FEDERAL INsURANCE COMPANY

Cruss CustoMm MARkET, INcC.

CHUBB MULTINATIONAL MANAGERS INC.

Reinsurance

Harsor IsLano INDEMNITY LTD.

Reinsurance Services

Cuues RE, Inc.

Consulting — Claims Administration — Services

CHuBB SERVICES CORPORATION

Insurance Agencies
PersoNAL LINEs INSURANCE BROKERAGE, INC.

CHUBB INSURANCE SOLUTIONS AGENCY, INC.

Financial Services
Cuues FinanciaL SoLuTions, Inc.

Cuuss Financiat SoruTtions LLC

Financing

Cnuss CaritalL CORPORATION

Registered Investment Adwviser

CHuUBB AsSseT MANAGERS, INc.

Real Estate

BeLLEMEAD DEVELOPMENT CORPORATION

Post Secondary Education

Tue CHUBB INSTITUTE, INC.

Affiliates

ALLIED WorLD AssURaNCE CoMmpPaNy, LTD.
Buakpikyy CompaNy L.

Cuueb Insurance Company (THAILAND), LIMITED
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THE CHUBB CORPORATION

Directors

—
e~
P

Zok Bairp
President
The Markle Foundation

Joun C. Beck
Of Counsel
Beck, Mack &
Oliver LLC

SHeiLa P. Burke

Under Secretary For American
Museums and National Programs
Smithsonian Institution

James [. Casn, Jr.
Professor

Harvard Business School

Percy CHugs, 111
Former Vice Chairman
Director Emeritus

JoeL ]. CoHen
LA [} Chairman of the Board
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James M, CorNELIUS
Chairman
Guidant Corporation

Joun D. Finnecan
President and Chief Executive
Officer

Davip H. Hoac
Former Chairman and
Chief Executive Officer
The LTV Corporation

Dr. Kraus J. ManGoLD
President and Chief Executive
Officer

DaimlerChrysler Services AG

Warren B. Rubman

Of Counsel

Paul, Weiss, Rifkind,
Wharton & Garrison LLP

Sir Davip G. Schovey, CBE
Senior Aduisor
UBS Warburg

Raymonp G.H. Seitz

Vice Chairman

Lehman Bros. International
(Europe)

LawRENCE M. SMALL
Secretary
Smithsonian Institution

Karen Hastie WiLLiams

Partner

Crowell & Moring LLP

James M. ZIMMERMAN
Chairman
Federated Department Stores, Inc.

ALFreD W. ZOLLAR
General Manager

eServer iSeries

All of the above directors are also directors
of Federal Insurance Company. Certain are
also directors of other subsidiaries of the

Corporation.




Officers

Chairman of the Board
JoeL ]. Conen

President and Chief Executive Officer
Joun D. FINNEGAN

Vice Chairman and Chief Operating Officer
Tromas E MoTtaMeDp

Vice Chairman and Chief Administrative Officer
Joun J. DEGNAN

Vice Chairman, Chief Investment Officer
and acting Chief Financial Officer
MicHaeL O'RenLy

Dividend Agent, Transfer Agent
and Registrar

EquiServe Trust Company, N.A.
P.O. Box 2500

Jersey City, NJ 07303-2500
TeLepnone 800-317-4445
Company Cont 1816

www.EquiServe.com

Photography Grec LesHg, PAGES 1, 3, 5, 13; REUTERS, PAGE 16; ALLAN H. SHOEMAKE, PAGES ¢ -12, 14, 15.

Senior Vice Presidents
Danier J. Conway

BranT W. Freg, JR.
FreDERICK W. GAERTNER
NEep l. GErsTMAN

Mark E. GreengerG
ANDREW A. McELweEg, Jr.
GLENN A. MONTGOMERY
Marjorie D. RaiNEs
Henry B. ScHraMm

Senior Vice President and General Counsel

Joanne L. Boser

Senior Vice President and Counsel
MichagL J. O'NEILL, Jr.

Stock Listing

THE COMMON $TOCK OF THE CORPORATION

IS TRADED ON THE NEW YORK STOCK EXCHANGE

UNDER THE symBoL CB.

Vice Presidents
StepHEN A. FULLER
Paur R. GEyer

Magrc R, HacHey
MaryLu KorxkucH
Roeert A. MarzoccH1
Jentrer L. RiINEHART
THomas . SwarTz, 11
RicHARD V. WERNER
RoBert M. WiTkOFF

Vice President and Asscciate Counsel
Jonn E. WisINGER

Vice President and Secretary
Henry G. Guick

Vice President and Treasurer
PHiLIP ). SemPiER

The Chubb Corporation

15 MounTain View Roan, PO. Box 1615
Warren, NJ 07061-1615
TeLepnone (908) 903-2000

www.chubb.com
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